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A REVIEW OF THE STATE OF AND
BARRIERS TO MINORITY HOMEOWNERSHIP

Wednesday, May 8, 2019

U.S. HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON HOUSING,
COMMUNITY DEVELOPMENT,
AND INSURANCE,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10:05 a.m., in room
2128, Rayburn House Office Building, Hon. Wm. Lacy Clay [chair-
man of the subcommittee] presiding.

Members present: Representatives Clay, Velazquez, Cleaver,
Beatty, Green, Gonzalez of Texas, Maloney, Vargas, Lawson, Tlaib,
Axne; Duffy, Luetkemeyer, Huizenga, Tipton, Kustoff, Gonzalez of
Ohio, Rose, Steil, and Gooden.

Ex officio present: Representatives Waters and McHenry.

Chairman CLAY. The Subcommittee on Housing, Community De-
velopment, and Insurance will come to order. Good morning, and
welcome to this morning’s hearing entitled, “A Review of the State
of and Barriers to Minority Homeownership.”

As the Chair of the Subcommittee on Housing, I am honored to
mark the anniversary of the congressional passage of the Fair
Housing Act during the month of April, which was National Fair
Housing Month.

It is clear from the evidence in front of us, though, that 51 years
later there is still much work to be done to promote and ensure fair
housing in America.

Just a few weeks ago, The Washington Post published an article
entitled, “The Heartbreaking Decrease in Black Homeownership”,
which told a sad tale but also discussed some of the historical dis-
crimination that led the homeownership rates to decrease for
blacks and other minorities as a result of the recent financial crisis.

President Lyndon Johnson signed the Fair Housing Act on April
the 11, 1968, 1 week after the assassination of Dr. Martin Luther
King. The Fair Housing Act was a monumental step forward for
the civil rights movement and pivotal to establishing equal oppor-
tunity in housing for all Americans.

The discrimination which the Act attempted to outlaw did not
occur through happenstance, and although many private actors
were complicit, research has shown that the government played a
significant role. And although it was officially outlawed 50 years
ago, as the National Fair Housing Alliance’s 2018 report noted,
some discriminatory practices are still prevalent.
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In fact, since 1988, dozens of cases alleging redlining and dis-
crimination by mortgage lenders have resulted in close to $1 billion
in compensation to victims of mortgage lending discrimination and
for investment in communities.

A recent New York Times bestseller by researcher Richard
Rothstein provides a very sobering account of how government pol-
icy supporting and directing segregation was not accidental. And
we should all be alarmed that the homeownership rate for blacks
is now 42 percent, and for Hispanics, is 47 percent, compared to
73 percent for white households.

Homeownership has proven to be one of the most consistent
paths to attaining wealth in America and narrowing the wealth
gap. Closing the racial wealth gap will be an essential path to-
wards countering historic discrimination and predatory lending
practices and would no doubt be a boon for the housing market.

It is also clear that minority borrowers must have access to cred-
it on the same terms and conditions as everyone else. Otherwise,
the racial wealth gap will persist.

In theory, enhanced fair lending, increased financial intelligence,
and the use of creative ways to promote community development
will spur the type of development that will help the economy grow
and help our community to thrive and not just survive.

There is much work to be done but there are resources available.
And I want to acknowledge the housing advocates in St. Louis and
to acknowledge the work of the St. Louis Affordable Housing Trust
Fund Task Force which issued a report yesterday that spells out
a number of recommendations to address affordable housing. And
I will be introducing comprehensive legislation to address some of
the problems that still exist.

Let me also acknowledge the contributions of my colleagues who
have introduced or are working on legislative proposals that will
work to improve this dire situation.

As chairman of this subcommittee, my mission is to promote
pragmatic policy through smart legislation, intelligent collabora-
tion, and sound policy choices to help make that dream a reality
again. And I look forward to the witnesses’ testimony.

At this time, I now recognize the ranking member of the sub-
committee, Mr. Duffy of Wisconsin.

Mr. Durry. Thank you, Mr. Chairman. I appreciate you holding
this hearing.

Welcome, witnesses. It is hard to imagine that 50 years after
passing a myriad of laws aimed at incentivizing low-income and
minority homeownership, we find ourselves in a place where Afri-
can-American ownership is lower than it was when Congress
passed the Fair Housing Act.

That is not an assault on Fair Housing. But it is that we have
to reevaluate what we are doing and how we can be more effective,
I think to the chairman’s point.

It is especially hard to imagine that with the lowest unemploy-
ment since 1969 at 3.6 percent, this is actually taking place today.
I don’t have the answers, but I want to work with the Majority and
Chairman Clay to uncover reasons for the disparity of homeowner-
ship and what the solutions are to fix it.
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Looking at recent history, we know minorities were targeted for
predatory mortgages prior to 2008 and the crisis. Congress acted
to ensure that lenders verify employment, debt levels, costs in-
volved in the loan, and the borrower’s ability to repay at the FHA.
Those disclosures are important, and we are still debating if we
have hit the right balance on those disclosures.

I think most people will point to a lack of financial resources for
a down payment, poor credit history, a lack of understanding of the
home buying process, regulatory burdens, and housing discrimina-
tion as barriers to homeownership.

Sometimes, we can find microtargeted solutions for these issues
by allowing the use of alternative data such as paying your phone
bill or paying your medical bills when lending institutions use cred-
it scores to determine a borrower’s risk.

The reality is we have an opportunity to address some of the in-
equities through a more holistic approach to housing finance re-
form and one cause of the financial crisis that Congress just hasn’t
seemed to get its hands around, but I think actually we need to ad-
dress, again, housing finance.

As I held hearings not long ago when I used to be the chairman,
we invited many of the groups to testify at a roundtable where we
discussed the barriers to minority homeownership in the context of
major housing finance reform. And we will hear some of those ideas
again today.

I do want to use this opportunity to call on the chairwoman of
the full Financial Services Committee to take the issue of housing
finance reform up and do this in a bipartisan fashion because it is
long overdue.

Chairwoman Waters started this Congress by calling for a bipar-
tisan working group on flood insurance and I am looking forward
to participating in that. And I think she can use the same model
to tackle housing finance reform and the issues that we are going
to talk about today.

I, for one, am ready to sit down with Chairman Clay, we have
a great working relationship, and others on the subcommittee to
work towards a solution that will benefit everyone in this room and
all of our communities and all of our districts in all of our States.

In today’s hearing, we are looking at four bills and asking if they
will solve some of the problems that you all will be highlighting.
If they are legitimate solutions, we should stand with those bills
and with those ideas. And if not, we want your feedback on how
we can reform these proposals and make them work better and be
more effective.

While I have some initial opinions on the bills, I am looking for-
ward to your testimony and your insight and your expertise to
guide this Congress on how we should move forward.

With that, if I could ask the Chair for a point of personal privi-
lege?

Chairman CrAY. Proceed.

Mr. DuFFry. I would just like to make a quick note that Clinton
Jones has served our committee and this subcommittee for 24
years. I know he doesn’t look that old, but we have been blessed
to have his expertise for 29 years in the Federal Government, 2
years at Fannie Mae. I am not sure how he would speak about the
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2 years at Fannie Mae. Maybe he was happy to come back to the
committee.

But this is his last week. This is his last subcommittee hearing
before he goes over to the FHFA.

I couldn’t have a better friend on the committee as someone who
gives great insight. And it is fascinating as we go through some of
these debates that Mr. Jones is sometimes a radical conservative
and sometimes he is a radical socialist leftist. It just depends on
the issue.

And we never know where he is going to stand, but he always
shares his opinion, and the loss to this committee from Clinton
leaving will be to the benefit of FHFA. And so, Clinton, I just want
to say thank you for your service and your friendship, and good
luck as you make this transition.

[applause]

Chairman CrAY. The gentleman yields back.

Let me also congratulate Mr. Jones on your years of service here
and good luck in your future endeavors.

Today, we have a well-rounded panel of experts in the area. Oh,
I see.

Let me stop there with my opening statement and ask the chair-
woman, did you want to make an opening statement?

Chairwoman WATERS. Yes. I would like to, right after you but
not before you.

Chairman CLAY. Oh, I have done it. We have done ours—

Chairwoman WATERS. You have? Okay.

Chairman CLAY. So we will yield to you.

Chairwoman WATERS. Well, thank you for the opportunity. I
would like to do that. I would like to thank you, Mr. Clay. The ra-
cial gap in homeownership represents a failure to remedy decades
of explicit government-sponsored discrimination in our housing
markets.

Due to the projected growth of minority households in the coming
decades and the economic importance of the housing market, some
analysts have argued that a failure to address the gap in minority
homeownership and the corresponding wealth gap is not only a
major civil rights issue, it is a threat to America’s economic secu-
rity. This hearing is an important hearing to hear from experts
about the ongoing barriers to homeownership as well as potential
solutions.

I am also very concerned that under Kathy Kraninger’s leader-
ship, the Consumer Financial Protection Bureau (CFPB) last week
issued a proposal to severely curtail data reporting under the
Home Mortgage Disclosure Act (HMDA).

HMDA data is a crucial tool used by researchers, advocates, jour-
nalists, and the government to identify and combat predatory and
discriminatory mortgage lending. And the CFPB must rescind this
proposal at once. I look forward to discussing this and other issues
with our witnesses. Thank you very much.

I yield back.

Chairman CrLAY. The chairwoman yields back, and I thank you
for your opening statement.

We have a well-rounded list of witnesses, and I will start off by
introducing them all. The first witness will be Ms. Alanna
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McCargo, vice president of housing finance policy at the Urban In-
stitute.

The second witness will be Ms. Nikitra Bailey, executive vice
president for the Center for Responsible Lending.

Third, will be Mr. Joseph Nery, partner at Nery & Richardson,
LLC, and past president of the National Association of Hispanic
Real Estate Professionals, and a current national board member.

Fourth, will be Mr. Jeffrey Hicks, president of the National Asso-
ciation of Real Estate Brokers.

Fifth, will be Ms. Carmen Castro-Conroy, managing housing
counselor at the Montgomery County Housing Initiative Partner-
ship.

Sixth, will be Ms. JoAnne Poole, the 2019 vice chair of the Multi-
cultural Real Estate Leadership Advisory Group of the National
Association of REALTORS.

And finally, Mr. Joel Griffith, research fellow, Financial Regula-
tions, from the Heritage Foundation.

Welcome to you all. You will each be recognized for 5 minutes to
present your oral testimony. And without objection, your written
statements will be made a part of the record.

And we will start with Ms. McCargo. You may proceed.

STATEMENT OF ALANNA MCCARGO, VICE PRESIDENT,
HOUSING FINANCE POLICY, THE URBAN INSTITUTE

Ms. McCARGO. Chairman Clay, Ranking Member Duffy, and
members of the subcommittee, thank you for the opportunity to tes-
tify today.

My name is Alanna McCargo. I am the vice president of the
Housing Finance Policy Center at the nonprofit Urban Institute.
The views I express today are my own and should not be attributed
to the Urban Institute, its trustees or funders.

This morning, I will share data on the critical role of homeowner-
ship access, housing affordability, and sustainability for households
of color. My remarks will often focus on black homeownership be-
cause the homeownership trends for black Americans today are in
a dire and declining state, and the Housing Finance Policy Center
has been extensively researching these issues over the past several
years.

The face of our nation is changing profoundly and literally. As
communities of color grow, their experiences will increasingly come
to define the housing market of the future. Some projections sug-
gest that in just 25 years, no racial or ethnic group will represent
more than 50 percent of the U.S. population.

The overwhelming majority of new homebuyers in the next 10
years will be non-white, with more than half being Hispanic. If cur-
rent trends persist, however, the homeownership rate will signifi-
cantly decline and opportunities to build wealth through homeown-
ership will as well.

Becoming a homeowner in America today is getting further out
of reach for most families. The cost of buying a home is high and
it is difficult to get a mortgage unless you have pristine credit.
High rental cost makes saving for a down payment on a house very
challenging.
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The result has been a persistent and significant racial homeown-
ership rate gap in the United States. Just to level set, the national
homeownership rate today is at 64 percent. Broken down by race,
rates stand at 42 percent for blacks, and 47 percent for Hispanics,
reflecting gaps of 30 and 25 percentage points less than whites,
whose homeownership rate is at around 72 percent.

The racial homeownership gap is larger today than it was 50
years ago, as the chairman mentioned, and that was when race-
based discrimination was actually legal in this country. Not only
have we failed to make progress, we have lost precious ground.
New solutions, programs, and policy interventions are needed.

There are four facts I will highlight around the severity and per-
sistence of the crisis in homeownership for people of color. First,
despite big gains made during the housing boom, black and His-
panic homeownership rates have never hit 50 percent in this coun-
try, and minorities disproportionately suffered the biggest stripping
of wealth through the foreclosure crisis.

Second, racial disparities exist across the nation. We looked at
cities with the 100 largest black populations across the country,
and there is no city without a racial homeownership gap.

Third, racial homeownership gaps are a generational dilemma,
intergenerational dilemma. The homeownership gap is present
with our seniors, our Baby Boomers, and Generation X, and our re-
search shows it persists with a large and very diverse generation
of 74 million-plus millennials.

Finally, there are historical and structural barriers and biases
that continue to live in our housing system that cannot be ignored
or put aside if we are to make any progress over the next 50 years.
These barriers must be eliminated in order to reverse these trends.

The racial homeownership gap will have consequences for the fi-
nancial health and well-being of future generations and for the en-
tire country because homeownership remains the primary wealth-
building tool for most Americans.

That survey data shows that homeowners have significantly
more wealth than renters. Today, the median homeowner has a net
worth of roughly $200,000 compared to just $5,000 for renters. And
while the black and Hispanic homeowners have less than half the
net worth of white homeowners, they still have considerably more
than black and Hispanic renters.

The returns on homeownership are not just financial, of course.
Homeownership provides shelter, stability, and enables families
forced savings each month when making their mortgage payment.
And the home equity plays an increasingly important part in re-
tirement security for seniors.

I have shared several ideas for reducing the racial homeowner-
ship gap in my written testimony. Many of these ideas will require
action from Federal, State, and local agencies.

I urge this committee to pursue a bipartisan action that will help
change the direction of the persistent growing racial homeowner-
ship gap by addressing these priorities.

The segregation in our communities and the disparities in access-
ing our housing markets did not come about by accident. Our his-
tory and the role that the Federal Government played in creating
segregated and undervalued neighborhoods through explicit race-
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based policies that benefited white families, helping them purchase
homes through FHA and other programs that excluded people of
color, is well documented.

It is my view that intentional policies will be needed to reverse
decades of wealth-stripping and decline. The data and the evidence
are clear on this.

Ensuring an equitable and accessible housing finance system is
something Congress can and should undertake with all of the hous-
ing agencies.

This includes modernizing and bolstering the Federal Housing
Administration, particularly its outdated servicing systems, safely
expanding access to fairly-priced conventional mortgages to bor-
rowers of color through Fannie Mae and Freddie Mac, updating un-
derwriting practices and models to consider modern living arrange-
ments and varying income types, and innovating to make alter-
native forms of credit available and mortgage decisions to improve
access to credit and reduce mortgage application denials.

[The prepared statement of Ms. McCargo can be found on page
95 of the appendix]

Chairman CrAy. The gentlewoman’s time has expired. Thank
you, Ms. McCargo.

And now, Ms. Bailey, you are recognized for 5 minutes.

STATEMENT OF NIKITRA BAILEY, EXECUTIVE VICE
PRESIDENT, CENTER FOR RESPONSIBLE LENDING

Ms. BAILEY. Good morning, Chairwoman Waters, Ranking Mem-
ber McHenry, Chairman Clay, and Ranking Member Duffy. Thank
you for the opportunity to testify in today’s hearing on barriers to
homeownership for families of color.

Four hundreds of years after the enslaved Africans arrived in
Jamestown, Virginia, and hard-fought battles won granting citizen-
ship and equal protection to African Americans, homeownership re-
mains the driver of inequality.

Our nation’s housing finance system was built with discrimina-
tion as the cornerstone. The mortgage ecosystem favored whites
and set them up for success while curtailing opportunity for fami-
lies of color.

Today’s racial wealth gap is the outcome of this discrimination.
White families have 13 times the wealth of African Americans and
10 times the wealth of Latino families. The white homeownership
rate is 73 percent compared to 41 percent for African Americans
and 47 percent for Latinos.

These stubborn and persistent figures will only disappear when
we stop underwriting practices that falsely equate race with risk.
This hearing can be a catalyst for change, a step towards address-
ing the Federal Government’s role in lending discrimination that
produced winners and losers among American citizens in the pur-
suit of the American Dream.

I am executive vice president of the Center for Responsible Lend-
ing, an affiliate of Self-Help, one of the nation’s largest community
economic development lenders based in North Carolina. Self-Help
has provided over $7 billion in financing to borrowers all across the
nation, including in a secondary market program that has helped
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low- to moderate-income families and people of color succeed in
homeownership.

President Johnson signed the Fair Housing Act in 1968 following
the assassination of Dr. Martin Luther King, Jr., stating that he
was delivering on the promise of a century, referencing Lincoln’s
emancipation.

In 1866, Congress passed the Civil Rights Act that promised fair
lending. It was limited by a private right of action and that weak-
ened its enforcement manifesting in discrimination for 102 years of
legal mortgage discrimination. Race remains an impediment to fair
lending.

Today, African Americans have the same rates of homeownership
as they did in 1968. Home Mortgage Disclosure Act data consist-
ently show low levels of lending by conventional lenders to commu-
nities of color, with only 3.1 percent of conventional loans going to
African Americans and 5.8 percent to Latinos in comparison to 70.2
percent to white families in 2016.

Discriminatory lending birthed redlining. Redlining birthed pred-
atory lending. Predatory lenders target families of color with high-
cost and risky mortgages.

CRL’s research found that consumers of color were steered to-
wards these unsustainable loans even when they qualified for loans
with lower cost and fewer risks. The spillover costs for black and
Latino families totaled $1 trillion.

Today’s mortgage market delivers as designed. Conventional
loans are for whites only. Families of color, including upper-income
Latinos and African Americans, are disproportionately represented
in the FHA. Government-backed loans cannot and should not be
the only sources of credit for low-wealth families.

Post-recovery, banks experienced record profits, reporting $59.1
billion in the fourth quarter of 2018, up 133.4 percent from a year
earlier. Fannie Mae data shows that loans to low-income families
originated between 2010 and 2015 had a default rate of just 0.3
percent, approximately equal to that of loans to high-income bor-
rowers originated in 2002 through 2004.

Rather than remediate the damage done by abusive subprime
lending, excessive risk-based pricing dominates in today’s mortgage
market, driving out the very borrowers that a future system de-
pends on. Harvard’s Joint Center tells us that 7 out of 10 future
borrowers will be families of color.

Mortgage discrimination’s impact on families of color needs a
Federal response equal to the problems it created. Now is the time
for action and not retreat.

Some ways that we can achieve this goal include increasing sup-
port for down payment assistance, requiring national banks to en-
sure that 10 percent of their mortgage lending and small business
lending occurs in communities where at least 20 percent of the pop-
ulation has experienced poverty for the last 30 years in exchange
for FDIC insurance or to have their loans sold to the GSEs or
Ginnie Mae.

Strengthen and fairly enforce our nation’s lending laws. These
laws have never been fairly enforced. African Americans and
Latinos have never operated in a fair and equitable mortgage sys-
tem. If we had, many of the disparities discussed would be smaller
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than they are today. According to Demos, we would see a reduction
in the homeownership and equity building for communities by con-
siderable percentages.

Whites have better life outcomes in wealth accumulation, hous-
ing, education, employment, and health. Our nation’s lending sys-
tem contributed to these inequities. Remediating the Federal Gov-
ernment’s role will level the playing field, creating more equity of
opportunity so that all Americans can share in its prosperity.

Thank you. I look forward to answering your questions.

[The prepared statement of Ms. Bailey can be found on page 48
of the appendix.]

Chairman CrAy. Thank you for your testimony.

And, Mr. Nery, you are recognized for 5 minutes.

STATEMENT OF JOSEPH NERY, PARTNER, NERY & RICHARD-
SON LLC, AND PAST PRESIDENT OF THE NATIONAL ASSO-
CIATION OF HISPANIC REAL ESTATE PROFESSIONALS
(NAHREP)

Mr. NERY. Good morning, Chairwoman Waters, Chairman Clay,
Ranking Member Duffy, and distinguished members of the Sub-
committee on Housing, Community Development, and Insurance.

My name is Joseph Nery, and I am here representing the Na-
tional Association of Hispanic Real Estate Professionals
(NAHREP), both as 2016 NAHREP national president and as a
Chicago-based real estate attorney where I serve a largely Latino
market.

With over 30,000 members in over 80 local chapters, our organi-
zation is one of the largest Latino business organizations in the
country. The force and passion behind our growing membership re-
volves around one primary mission: advancing sustainable His-
panic homeownership. Bottom line, we believe every individual who
desires to become a homeowner and is able to sustain a mortgage
should be granted access to the American Dream.

Today, my testimony will outline the current state of Hispanic
homeownership and make several actionable recommendations for
this committee to consider. This year’s edition of our annual State
of Hispanic Homeownership Report highlighted four consecutive
years of homeownership growth for Latinos and the largest in-
crease since 2005.

In spite of this remarkable growth, homeownership rates among
Latinos and other minority populations lag behind that of their
non-Hispanic white counterparts. At the end of 2018, the Hispanic
homeownership rate was 47.1 percent compared to 73 percent for
the non-Hispanic white population and 64.4 percent for the general
population.

While homeownership trends are positive, they should be much
higher. And this is important because Hispanics will account for
more than half of all new potential homeowners over the next sev-
eral years and 56 percent of all new homeowners by 2030.

Hispanics have also accounted for more than half of the nation’s
population growth since the year 2000. And at a median age of 29,
Hispanics are just entering into their prime homebuying years, fur-
ther increasing homeownership potential for decades to come.
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If homeownership rates across all ethnic groups were to remain
what they are today, the national homeownership rate would de-
cline to 55 percent over the next 40 years. The last time the home-
ownership rate was that low was in the years immediately fol-
lowing World War II.

So that bring us to the unique challenges credit-worthy Latinos
face in today’s market. A young couple I assisted in buying their
first home are a prime example of the Hispanic homebuyer today.
Jose and Laura own a small gardening business, while Laura occa-
sionally caters at events.

Laura’s mother and sister live with them, both of whom con-
tribute to the monthly mortgage payment, yet it took 6 months for
this household to be able to gain access to a reasonable loan. Much
like my clients, potential Hispanic homeowners are more likely to
be self-employed or involved in the gig economy, live in multi-
generational households and tend to use cash over credit.

Given these characteristics, coupled with today’s regulatory con-
straints, lenders consistently fail to accurately assess the credit
risk of many otherwise credit-worthy Hispanic borrowers.

To that end, NAHREP offers these actionable Federal policy solu-
tions. First, we must temporarily extend the GSE QM patch until
it is replaced with a workable solution. Communities of color would
be disproportionately impacted if the GSE QM patch were to ex-
pire, given that Hispanics are 38 percent more likely to have a high
DTI loan.

As data is still being developed to support alternatives and re-
placements for the patch, the Hispanic community is poised to be
negatively impacted without clear solutions for non-W-2 borrowers,
particularly for the growing number of Latino small business own-
ers.

Second, Congress must prioritize efforts to fund FHA’s much-
needed modernization. No Federal housing finance reform should
be devoid of a plan for how to do so. Today, Hispanics are more
than twice as likely to make use of the FHA programs than non-
Hispanics, yet the agency is understaffed, underfunded and oper-
ating with severely outdated technology and computer systems.

Third, we must put a halt to the practice of denying taxpayer-
supported loans to taxpaying DACA recipients. We support today’s
Homeownership for Dreamers Act legislation and join its co-spon-
sors in their call to clarify that eligibility of a government-spon-
sored mortgages may not be conditioned on the status of a con-
sumer being a DACA recipient. We must ensure that FHA and
other Federal housing agencies do not get ahead of the judiciary to
decide immigration law.

Fourth, we urge the Subcommittee on Diversity and Inclusion to
take on the issue of diversifying the mortgage industry at all levels.
A diverse lending community stimulates homeownership rates for
minority borrowers.

And finally, we would be remiss if we did not mention the need
to increase the inventory of affordable owner-occupied housing,
quite possibly the biggest short-term barrier to minority homeown-
ership today.

While we are proud to see a resilient Latino population consist-
ently increasing its rate of homeownership, this progress is in spite
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of the structural barriers to homeownership. Today, more than
ever, broad access to affordable credit, low-down-payment mortgage
products, and sufficient affordable housing stock will be imperative
to ensuring the long-term prosperity of the nation.

Now is not the time to curtail access to the very products that
have catapulted so many working-class Americans into the middle
class. Instead, we must ensure that our housing system adequately
adapts to the changing face of America’s aspiring homeowner.

Thank you.

[The prepared statement of Mr. Nery can be found on page 117
of the appendix.]

Chairman CLAY. Thank you, Mr. Nery.

Mr. Hicks, you are recognized for 5 minutes.

STATEMENT OF JEFFREY HICKS, PRESIDENT, NATIONAL
ASSOCIATION OF REAL ESTATE BROKERS

Mr. Hicks. Good morning, Chairwoman Waters, Chairman Clay,
Ranking Member Duffy, and distinguished members of the sub-
committee. Thank you for holding this hearing and for giving me
the opportunity to testify about the important issue of minority
homeownership in America.

My name is Jeffrey Hicks and I'm from from Atlanta, Georgia.
I am the president of the National Association of Real Estate Bro-
kers, NAREB. Founded in 1947, NAREB is the oldest minority real
estate trade association in America. Its members are known as
REALTIST. The primary mission is reflected in NAREB’s motto:
Democracy in Housing.

For 72 years, the association has worked to ensure that all Amer-
icans have equal access to homeownership opportunities in urban,
suburban, and rural communities throughout the United States,
and equal opportunity in the real estate profession for black Ameri-
cans. I am honored to be here today to provide our perspectives on
what NAREB believes to be the barriers to minority homeowner-
ship in the United States.

Our nation has a very complicated and checkered history with
providing equal and equitable access to homeownership for black
Americans.

At the end of World War II, when black Americans sacrificed
their lives for the cause of freedom, dignity, and human rights, the
United States Federal Government created an economic divide be-
tween black and white veterans, and their families were denied the
multi-generational enriching impact of homeownership and eco-
nomic security that the G.I. Bill conferred on the majority of white
veterans, their children, and their grandchildren.

Unequal implementation of the G.I. Bill, along with Federal Gov-
ernment policies and practices at the Federal Housing Administra-
tion, including the redlining of black neighborhoods, but at the
same time financing the construction of suburbs restricted to
whites only and providing subsidized mortgages, financing only for
whites, set the stage for today’s wealth and homeownership gap
statistics.

It is against this backdrop that I give my testimony. Annually,
NAREB publishes the State of Housing in Black America Report.
The 2018 edition examined the need for Federal policies to address
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and bolster the rate of black American homeownership since pre-
vious Federal policies discriminated against blacks which helped to
create a disparity in black American homeownership, which lags a
whopping 32.1 percent behind that of white Americans.

According to the first quarter 2019 Census Bureau statistics, the
homeownership rate for black Americans is 41.1 percent for blacks
versus 73.2 percent for whites. For these reasons, NAREB has
adopted three policy principles that can work to increase homeown-
ership among minorities.

One, we must continue to promote homeownership as a high pri-
ority public policy. NAREB calls for the passage of the American
Dream Down Payment Savings Plan proposal by Congressman
Meeks that will function from a tax perspective like the 529 Col-
lege Savings Plan.

Potential homebuyers and existing homebuyers desiring a move-
up home would be allowed to save in an authorized account where
the savings could grow tax free and be used as a down payment
for purchasing a home.

Two, loan level equality, which would be the absence of heredi-
tary or arbitrary class distinctions, biases or privileges in the mort-
gage origination process.

And three, non-bank financial institutions should have an ac-
countability structure. There is a growing concern about the lack
of regulation for non-deposit mortgage lenders while these entities
are the growing force, now more than 50 percent of all mortgage
originations, yet there is very little regulatory accountability.

In closing, we need lawmakers and policymakers, local officials,
homebuilders and the financial industry to promote homeowner-
ship. I fear the value of homeownership is being lost on our young
people and will be lost on future generations.

Realtist will continue to be the conscience of the real estate in-
dustry, forever promoting democracy in housing, which is the right
for every person to live in a neighborhood of their choice. Thank
you, and I will be happy to respond to any questions.

[The prepared statement of Mr. Hicks can be found on page 89
of the appendix.]

Chairman CrLAY. Thank you, Mr. Hicks.

Ms. Castro-Conroy, you are recognized for 5 minutes.

STATEMENT OF CARMEN CASTRO-CONROY, MANAGING HOUS-
ING COUNSELOR, HOUSING INITIATIVE PARTNERSHIP, INC.

Ms. CASTRO-CONROY. Good morning, Chairwoman Waters, Chair-
man Clay, Ranking Member Duffy, and members of the sub-
committee. Thank you for the opportunity to testify today. My
name is Carmen Castro-Conroy, and I am the managing housing
counselor at the Housing Initiative Partnership.

We are a nonprofit affordable housing developer and HUD-ap-
proved housing counseling agency located in Maryland. Our hous-
ing counselors have provided counseling, education, and advocacy
to over 20,000 households to help them enter homeownership,
avoid foreclosure, secure affordable rental housing, and strengthen
their personal finances.

We serve Prince Georges County, Maryland, one of the most af-
fluent majority African-American communities in the country, and
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Montgomery County, the 25th most diverse county in the country.
The two primary barriers to minority homeownership our coun-
seling staff witnesses are the lack of generational wealth and the
shortage of affordable housing.

The parents, grandparents, and great-grandparents of African
American and immigrant populations either did not benefit from or
were intentionally excluded from the Federal programs that allow
white families to build generational wealth.

During the housing bubble, the housing market exploited the
communities that lack wealth. We worked with over 10,000 home-
owners in default during the foreclosure crisis. A vastly dispropor-
tionate percentage, 98 percent, of those defaulting homeowners
were minority households. To a person, our clients presented their
counselors with the most toxic loan documents we had ever seen.

We know now that lenders created these dangerous predatory
products to be easily accessible specifically to this population that
had been historically excluded from access to credit.

The result? The African-American and immigrant households we
worked with watched as their hard-fought financial gains and accu-
mulation of equity slipped through their hands, draining their
wealth away at an alarming and devastating rate.

An African-American family we work with illustrates this loss of
wealth. This family purchased in 2005, and despite their solid in-
come and recent savings, their mortgage contained an adjustable
interest rate that had spiked to 15 percent by the time we met in
2008.

A housing counselor helped negotiate a loan workout with a new
4 percent interest rate, but the home had lost value after the hous-
ing crash, and the family continues to be saddled with close to
$80,000 in negative equity.

In communities of color we serve, home values are often far
below pre-recession levels, and in some cities you will find as many
as one in five homeowners with negative equity.

On the purchase side, the lack of affordable rental housing cre-
ates barriers for minority households seeking to enter homeowner-
ship. Minority households that have sufficient income to qualify for
a mortgage are often unable to save or pay down debts due to the
high cost of rental housing.

One of our clients who immigrated from the Republic of Congo
in 1995 and began working as a nursing assistant illustrates this
challenge. She had achieved a household monthly income of $6,000,
but her credit was low due to her debts.

She worked steadily for 2 years to adhere to a very strict budget,
often meeting monthly with a counselor, and succeeded in paying
down debt, building savings, and purchasing a $320,000 townhouse
in 2018 with an FHA loan.

This allowed her to access homeownership, but it came at a high
cost. Her higher-than-market interest rate and high mortgage in-
surance fees will cost her $89,000 over the life of the loan.

Minority households that have been historically excluded from or
exploited by the credit market deserve a better Federal response,
one that provides low-wealth borrowers with safe and sustainable
mortgages without the prohibitive fees.
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Finally, any Federal response to increase homeownership for low-
wealth minority communities should include housing counseling.
Research is clear: Loans made to borrowers who had received pre-
purchase counseling performed better.

We hope Congress will improve access to sustainable homeowner-
ship for the minority communities. Thank you.

[The prepared statement of Ms. Castro-Conroy can be found on
page 80 of the appendix.]

Chairman CLAY. Thank you, Ms. Castro-Conroy.

Ms. Poole, you are recognized for 5 minutes.

STATEMENT OF JOANNE POOLE, 2019 VICE CHAIR, MULTICUL-
TURAL REAL ESTATE LEADERSHIP ADVISORY GROUP, NA-
TIONAL ASSOCIATION OF REALTORS (NAR)

Ms. PooLE. Thank you. Good morning, Chairwoman Waters,
Chairman Clay, Ranking Member Duffy, and members of the sub-
committee.

My name is JoAnne Poole. As a REALTOR in Baltimore, Mary-
land, I have 33 years of experience working with the people of
Anne Arundel County, Prince Georges County, Baltimore City, and
Baltimore County.

I have been an active member of the National Association of RE-
ALTORS for over 20 years, serving as its vice president, Chair of
the Federal Housing Policy Committee, and currently as the 2020
chair of the REALTORS Multicultural Real Estate Leadership Ad-
visory Group.

On behalf of NAR’s 1.3 million members, I want to thank you for
the opportunity to present our association’s concerns surrounding
the state of and the barriers to minority homeownership in the
United States.

In addition to my work with NAR, I am also a member of the
National Association of Real Estate Brokers. I am proud to sit here
today with President Jeffrey Hicks. Under President Hicks’ leader-
ship, NAREB continues to play its historic role, highlighting the
critical issues this committee has convened to discuss.

To many people in this country, homeownership is synonymous
with the American Dream. Homeownership provides for stable com-
munities, increases civic participation, and builds our feelings of
self-worth and self-esteem.

In fact, studies have shown that the children of homeowners go
on to earn more as adults. But sadly, stark racial disparities in the
rate of homeownership demonstrate that this dream remains out of
reach for countless families and potential homebuyers across the
United States. For example, the rate of homeownership for African
Americans has returned to the levels not seen since before the pas-
sage of the Fair Housing Act. And as has been mentioned, that was
over 50 years ago.

NAR and NAREB and the Urban Institute recently convened a
roundtable focusing on improving African-American homeowner-
ship rates. A five-point framework that can be applied across all
minority communities emerged and continues to be developed.

Namely, these priorities include advancing local policy solutions,
tackling housing supply constraints and affordability, promoting an
equitable and accessible housing finance system, engaging in out-
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reach to our mortgage-ready individuals, and maintaining a focus
on sustainable homeownership and preservation.

NAR strongly supports the production of affordable housing and
efforts to increase the supply of entry level homes. We encourage
States and municipalities to consider the input of local experts and
to adopt zoning laws, building codes, and other policies that en-
courage free market production of affordable housing units.

If America is to remain a nation of homeowners, we must ad-
dress the persistent barriers that minorities continue to face.
NAR’s policy solutions and proposals for this national issue are out-
lined in more detail in the official testimony submitted to this com-
mittee.

I want to thank you again for the opportunity to address this
committee, and I look forward to addressing these critical issues at
today’s hearing and in the months and the years to come.

Thank you.

[The prepared statement of Ms. Poole can be found on page 128
of the appendix.]

Chairman CrLAY. Thank you, Ms. Poole, for your testimony.

And now, we go to Mr. Griffith. You are recognized for 5 min-
utes.

STATEMENT OF JOEL GRIFFITH, RESEARCH FELLOW,
FINANCIAL REGULATIONS, THE HERITAGE GROUP

Mr. GRIFFITH. Good morning, Chairwoman Waters, Chairman
Clay, Ranking Member Duffy, and members of the subcommittee.
Thank you for the opportunity to testify this morning.

My name is Joel Griffith. I am a research fellow at the Heritage
Foundation. The views I express in this testimony are my own and
should not be considered as representing the official position of the
Heritage Foundation.

Efforts to expand homeownership through government programs
or policies are often well-intentioned. But as you all know, good in-
tentions are an insufficient basis for public policy.

Directing resources to the housing sector through government
subsidies, mandates, and guarantees may financially benefit select
special interests such as MBS investors and lenders, but this nega-
tively impacts affordability for all, including minorities.

Furthermore, a focus on simply expanding homeownership fails
to recognize that homeownership itself does not suddenly improve
a borrower’s financial health, enhance their skillset, or expand
their economic opportunities.

In other words, homeownership stems from financial health, a
profitable skillset, and economic opportunity. These desirable con-
ditions are not simply created by virtue of owning a home.

Closing the gap in wealth accumulation and multiplying the op-
portunities to create such wealth requires an approach different
from the government housing subsidies, mortgage guarantees and
mandates of the past. Congress can help make housing more af-
fordable, but this is actually accomplished by shrinking the Federal
role in housing finance.

Data show that heavy government involvement in the home fi-
nance sector failed to substantially increase homeownership long
term, despite the trillions of dollars worth of credit that flowed to
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those with lower credit scores, minimal income documentation, less
stable employment history, and scant down payments.

Robust homeownership in this country was established long be-
fore the government became heavily involved in the housing mar-
ket. Fannie Mae was not allowed to purchase non-government in-
sured mortgages until 1968.

But in the 2 decades prior to that watershed change, govern-
ment-backed mortgages never accounted for 6 percent of the mar-
ket in any given year. Yet, the homeownership rate was 64 percent
in 1968 overall. That was virtually unchanged compared to today.

For blacks, homeownership actually grew from 35 percent in
1950 to 42 percent in 1970 and increased to 44 percent in 1980.
But by 1990, after the securitization market had begun expanding,
black homeownership actually declined to 43 percent. And now in
2019, as discussed already, homeownership in the black community
has declined even further to 41 percent.

The fact is that homeownership rates for blacks and for the na-
tion as a whole are nearly unchanged today compared to 1990. This
indicates that additional leverage that many are recommending
should not be relied upon to increase the rate of homeownership
further.

Rather than recognize the realities, congressional inaction has
expanded the government’s role in the wake of the prior financial
crisis. This is leading once again to widespread unaffordability and
increased taxpayer risk. In fact, adjusted for inflation, residential
property prices in the United States in the middle of last year had
reached levels close to the peak of the bubble.

The home price-to-income ratio is now at 3%. That is very close
to the peak prior to the last crisis. The current system perpetuates
inflated prices and deprives other sectors of needed financial re-
sources. It is difficult to argue that these policies improve the sta-
tus quo for anyone other than lenders, securitizers, and MBS inves-
tors.

Optimally, Congress will work to make housing more affordable
by gradually reducing those subsidies, but this alone will not close
the wealth gap.

What we need is an increase in economic opportunity. This also
requires State and local governments sharing that responsibility
and eliminating the artificial barriers to economic growth such as
unreasonably high minimum wages, occupational licensing, and un-
reasonable zoning restrictions.

Lastly, failing public schools contribute to a relative lack of edu-
cation, marketable skills, and other forms of human capital. To bet-
ter equip the next generation to prosper we need expanded edu-
cational choice. Many of the underperforming public schools are lo-
cated in economically deprived areas with a disproportionately
large minority population.

The government-granted education monopoly fails the millions of
students who are subsequently unable to effectively compete in the
labor market. Educational choice will help close this opportunity
gap.
These three steps will unlock human potential and expand oppor-
tunities for all. Thank you.
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[The prepared statement of Mr. Griffith can be found on page 84
of the appendix.]

Chairman CrAY. Thank you, Mr. Griffith, for your testimony.

I now recognize myself for 5 minutes for questioning.

Ms. Castro-Conroy, in your testimony you mentioned an African-
American family who had solid income but was still saddled with
a predatory loan.

Do you suspect that there are other families out there like this
who unfortunately were not aware of the services that the Housing
Initiative Partnership provides?

Ms. CASTRO-CONROY. Yes. There are other families who do not
know about the services that we provide. And we have also seen
othlelzr families who have been impacted very similar to this case as
well.

Chairman CLAY. And as a follow-up, how do we educate other
families so that they are not subject to the type of bad financial
practices that this family encountered?

Ms. CASTRO-CONROY. We provide financial education to all of our
clients with the counseling that we do. So when we work with
them, we look at their budgets, we look at their credit reports, we
talk about savings, we talk about debt.

So we start educating them in the process of becoming home-
owners, whether they are renting. Even when they are actual
homeowners we always look at their finances, try to educate them.
N ?h%irman Cray. And that counseling service is effective and it

elps?

Ms. CASTRO-CONROY. Yes, we see results. We keep track of how
they improve in their credit score, how they improve in their sav-
ings, and how they reduce their debt through time.

Chairman CrAY. Thank you so much.

Ms. Bailey, from a historical perspective, you talk about how Jim
Crow laws and groups like the Ku Klux Klan worked diligently to
keep African Americans down, and when African-American neigh-
borhoods flourished, like the one known as America’s Black Wall
Street, until the Tulsa Race Riot of 1921 in which white residents
massacred 26 black residents, injured hundreds more, and razed
the neighborhood within hours.

The riot was one of the most devastating massacres in the his-
tory of U.S. race relations, destroying the once thriving Greenwood
community. Could you discuss how devastating this was, not just
to the black community in Oklahoma, but how it had a chilling ef-
fect on blacks’ success and wealth?

Ms. BAILEY. Yes, thank you for the opportunity. Many African
Americans were making an effort to pursue opportunity across the
country in the same way that white American families did. Twenty
percent of white American family wealth can be attributed to them
getting access to land grants from the Homestead Act.

African-American families were following in that trend and relo-
cated from the south throughout the nation, including western cit-
ies like Tulsa, Oklahoma.

However, they faced terrorism, because right as the nation was
moving forward with more sound economic and fairness policies, it
met an equal and opposite reaction where we wanted to preserve
white supremacy in this nation. And in doing that, we created bar-
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riers to opportunities for African Americans that really jeopardized
their communities in the way that you just identified with the evi-
dence from Tulsa.

It is important to say that Tulsa is not the only place. There is
also evidence that this happened in places like Rosewood, Florida,
and in other communities across the country.

So we really need to get at the real hardship that families of
color face. People who were really pulling themselves up by their
bootstraps, doing everything right in a nation that promised oppor-
tunity, we had all of these fair lending laws that promised oppor-
tunity and that opportunity was resisted by white Americans who
wanted them to remain as second-class citizens.

Chairman CrLAY. And you cite some notable historic examples.

Ms. McCargo, you cited a paper by your colleague, Lori Good-
man, which concluded that homeownership is still one of the better
paths towards accumulating wealth. And when you think about it,
if a family saves for a home, their spending behavior changes, usu-
ally for the better.

They become more financially astute and they work towards a
goal. Could you discuss homeownership and retention and some of
the solutions which you mentioned in your testimony?

Ms. McCarGO. Thank you for the question, Mr. Chairman. Un-
doubtedly, homeownership has provided a wealth-building oppor-
tunity for families for generations. It is noteworthy that we talk
about the homeownership rate nationally at 64 percent. It has
been, for over 30 years, over 70 percent for white households, and
the accumulation of wealth during that same time has been signifi-
cant.

And I think it is important to recognize the significant oppor-
tunity that forced savings and essentially paying into something
that you will ultimately own, as well as the intergenerational im-
plications of that wealth transfer opportunity for families.

That is something that has been afforded for decades to white
families. And I think it is really important as a foundation for us
to think about how disproportionately wealth is built in black and
Hispanic communities through home equity. And that opportunity
needs to be made more available and readily available for most.

Chairman CLAY. Thank you so much for your response.

And the gentleman from Wisconsin, Mr. Duffy, is recognized for
5 minutes.

Mr. Durry. Thank you, Mr. Chairman. Listen, I want to thank
the panel for the insightful conversation and good insight you pro-
vided to the committee. Just, it is troubling the disparity that we
are talking about today in homeownership and actually the dis-
parity in wages. And I think it brings us to the point that Mr. Grif-
fith was mentioning.

I don’t think there is any one solution here. I think it is pretty
clear that, as Mr. Jones just mentioned, this is a salad bowl of
ideas that we are going to have to look at.

I don’t think there is any one single bullet, but you talked about
regulation and education and choice. What impact do you think
that will have on incomes but also then on homeownership?



19

Mr. GrIFFITH. Thank you for your question. I think, yes, we, all
of us, regardless of what side of the political line we fall on, are
deeply troubled by the fact that there is this gap in opportunity.

But what we see is that you have minority communities that are
disproportionately in areas, in local areas that have in an inordi-
nate number of regulations that are impeding the ability to even
get on that first rung of the economic ladder.

When you compound that with the lack of educational opportuni-
ties that many minority communities have because of where they
are located, it compounds the problem. And that is why I talked
about the educational choice of it.

This is a more difficult solution than simply subsidizing some-
body’s purchase. But longer term, this can have lasting impacts be-
cause somebody with a better education will be better equipped to
make prudent financial choices and probably more importantly will
have the opportunity to earn more over a longer term.

Mr. DUFFY. And I know this is not an education hearing and this
is not the full solution, but I do think you are right. When you can
look at the success of a young child based on their ZIP code be-
cause the quality of their school, not giving kids an equal oppor-
tunity for economic success because we keep them in failing schools
is a problem and that we wouldn’t give families, parents, and chil-
dren a choice to go to a better school.

I find that to be outrageous because I think better than Mr. Clay
and myself, families know better what is best for their children and
we don’t offer that opportunity. I think that is maybe getting more
to some of the root causes as to some of the other issues that were
brought up today. But I appreciate that.

Also, you have to be able to save money, right? So if you start
out as a renter, you have to be able to save money for a down pay-
ment. And Mr. Hicks, I like your testimony and some of the ideas
that you brought up.

Let’s give people an incentive to save for a down payment. Maybe
a tax-free incentive to say, I am not paying that whatever percent
you are at. I get to keep all that money and I am going to work
towards that homeownership.

But one of the problems that we have discussed in this com-
mittee is, and as we dealt with flood insurance, I am all about
making sure that we have smart regulations so we are building
quality homes for the spaces in which we build.

But if we have too many rules and regulations and too many or-
dinances, all of a sudden we start jacking up the cost of housing
so we have people who can least afford it paying higher rents. That
is less money they can put in the bank to save for a home.

And I think, again, it is a holistic approach that is going to put
people in a better situation to take that leap, because I agree with
everyone on the panel that homeownership does help you create
wealth, and it helps you buy into a community. And I think it is
better for families.

And if we have policies that don’t incentivize that, that is a prob-
lem here. But also I, as and we have talked about this since the
2008 crisis, I don’t want to see people buy homes that they can’t
afford because—we have heard countless witnesses testify that if
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you are foreclosed upon how far that sets your family back and just
the personal anguish that a foreclosure does to a family.

We don’t want anyone to go through that. Is that fair? We don’t
want to give loans to people who can’t afford them just to say
homeownership is the highest priority? Actually, homeownership
for a home that you can afford is the highest priority. Is that fair?

Mr. Hicks. Yes.

Mr. DUFFY. I only have 40 seconds. If you could just give us your
one, the one thing, and I know there is no silver bullet so you are
all going to have different answers, but give me the one thing we
can do that you think will make the biggest different on minority
homeownership?

And by the way, my wife is a Latina, and she will tell you that
Hispanics start businesses at 3 times the national average, and
your point on W-2s is exactly right. And my wife would be singing
off your sheet. But I'm sorry.

Ms. McCargo, would you start?

Ms. McCARGO. Sure. I think that one of the critical things is in-
creasing the supply of affordable housing. I think that that is one
of the most important things that we need in this country.

Mr. DUFFY. Supply.

Ms. McCARGO. Absolutely, supply.

Mr. DUFFY. Great.

Ms. Bailey?

Ms. BAILEY. Reforming the housing finance system, GSEs, to reg-
ulated utilities with oversight to preserve the important public in-
terest mission of duty to serve.

Mr. DUFFY. Great.

Mr. Nery?

Mr. NERY. And I would say definitely some modernization of
FHA is vitally important to make sure that we don’t lose some im-
portant protections that we have for communities of color because
we need to have low down payment assistance programs. Those are
vital to our communities to be able to obtain and increase our
homeownership rates.

Mr. Durry. Mr. Hicks?

Mr. Hicks. I would say support of the American Dream Down
Payment Savings Plan, and support of programs like the Federal
Home Loan Bank of San Francisco’s WISH Program, which is a 4:1
percent match for savings.

Mr. DUFFY. Great.

Ms. Castro-Conroy?

Ms. CASTRO-CONROY. I would have to say to support comprehen-
sive housing counseling agencies that provide credit counseling,
rental counseling—

Mr. Durry. Education.

Ms. CASTRO-CONROY. Repurchase, homebuyer relocation which
we see all the cases. We see the needs. We know how we can help
our families.

Mr. DUFFyY. Ms. Poole?

Ms. PooLE. Removing some of the local zoning issues and restric-
tions that cause affordable housing not to be built.

Mr. DUFFY. Absolutely.

Mr. Griffith?
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Mr. GRIFFITH. Equipping the next generation to earn more so
they can seize economic opportunities to make investment decisions
of their own choosing.

Mr. DuUrry. Thank you.

Chairman CLAY. The gentleman’s time has expired.

The Chair now recognizes the Chair of the full Financial Services
Committee, Chairwoman Waters, for 5 minutes.

Chairwoman WATERS. Thank you very much.

Let me thank all of our panelists.

And allow me to thank you, Mr. Clay, for putting this panel to-
gether. This is perhaps one of, if not the most, diverse panel that
we have had before us on any issue. And it is good to know that
with the fact that Democrats are in the leadership, we can have
these kinds of panels that reflect America. Thank you so very much
for putting this panel together.

I just want to say to our panelists today that during the crisis
I got very much involved in learning a lot about loan modifications.
Of course we were advised by, I think, our Ethics Committee that
we were not supposed to do that, but I defied all of that. And I
started to call these institutions to find out about why certain of
my constituents were being foreclosed on and the way that it was
happening.

Now, in doing all of this, I learned a lot about what has evolved
and what is being utilized in the banking community in different
ways that they operate. For example, and I just want to give you
a few of the things that I would like to see us scrub all of the prac-
tices and laws that are employed by the banks, many of which we
take for granted.

Let us take, for example, interest-only loans, which have an ad-
justable rate. When the adjustable rate, I guess expires, I don’t
know how many years it is and whether or not we should have a
law to say how many years it is, take 5 to 10 years, and now you
are paying not only interest but you are paying for the principal.

And on that adjustable rate, the interest rate is going to in-
crease, and so now what you have is a homeowner who is paying
interest only. And based on their income and all of that, they got
into it because they thought this was a good way to do it.

But now they are paying the principal and the interest, and be-
cause of the adjustable rate, they are paying a high interest rate.
They can’t afford the loan anymore and they are foreclosed on.

The other thing that I noticed was too many of the banks were
saying they wouldn’t even entertain a loan modification unless you
have missed at least two payments. And by the time you miss two
payments and you go through a loan modification attempt, you
can’t afford to pay up and get back into the loan. We want to take
a look at that kind of stuff.

The other thing is many of these foreclosures and particularly
what was happening with the robocalling that was done and you
found that there were people who lost their homes because they
missed x number of payments. And then they packaged these loans
with hedge funds or some of these other folks who go about, I call
them scavengers almost, and then the equity that was built up in
the home is not given any consideration for the cost of selling that
or putting it in the package.
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That home might be worth, I don’t know, $300,000, but when
they packaged them, you have Countrywide that used to be in op-
eration and all of their folks who are buying the things for pennies
on the dollar. And if you had done that for the people living in the
homes who could not afford to make their payments for a couple
of months, they could have stayed in their home.

So I bring this to your attention along with fraud. I had folks
who said that this person who sold me this loan said don’t worry
about my income. They could fix that and they signed the loan for
me.

Where do they turn? If they don’t have a private attorney, there
is no fraud division in the bank that is going to take a look at that
and help out with unraveling this fraud.

So there are a lot of things that have developed, some of which
we take for granted, in the way that they do business. We need to
scrub these mortgages and all of the rules and practices and come
up with a laundry list of what we think needs to be taken out of
the way that these home mortgages are done.

These are just some of the things that I ran into as I was helping
to do loan modifications. And so I would like to ask all of you who
are experts, Ms. Bailey, all of you, to begin to take a look at all
of the practices. Let us not assume that just because they do it, it
is right to do.

Let us begin to think about what just is not right and what abso-
lutely operates against the homeowner’s ability to stay in that
home, and see if we can’t get rid of some of the practices and laws
in operation today.

Thank you so very much. And that is not a question as much as
it is a plea to you because you know this stuff. And let us scrub
them and find out what we can eliminate. Thank you so much.

I yield back.

Chairman CLAY. Thank you. I thank the chairwoman for her
comments.

I now recognize Mr. Luetkemeyer from Missouri for 5 minutes.

Mr. LUETKEMEYER. Thank you, Mr. Chairman.

And first, I would like to recognize my good friend, Mr. Clinton
Jones. I was the chairman of the Housing and Insurance Sub-
committee for a couple of years and I got to know Clinton very
well. He is a fantastic individual, a wonderful staff person, and I
just wish him the very, very best in his new endeavor.

I know he will be very successful. I am just thankful this oppor-
tunity came his way and he is able to take advantage of it. So
again, all my best to you, Clinton.

With regards to what we are doing here today, we are looking
at barriers to minority homeownership. And a couple of weeks ago,
we had a hearing that talked about regulations being, like, 34 per-
cent of the cost of a home. And today, a number of you have talked
about adequate and affordable housing finance system.

And what I want to do is talk about a regulation that is in that
that I believe is causing or could cause the housing financial sys-
tem to hurt people to be able to afford a home because of the in-
creased cost. And it is called CECL. How many of you have heard
of CECL already? One?
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One? Okay. Okay, let us educate. Current Expected Credit Loss
(CECL) is proposed by the Federal Accounting Standards Board
(FASB). And what they are proposing to do is they believe that
there needs to be better transparency with regards to loss on a
bank’s balance sheet with regards to mortgage loan exposure.

Unfortunately, that goes across the board, not just banks but
credit unions, mortgage bankers, anybody that makes a housing
loan, as well as the GSEs. I have even had asset managers, insur-
ance companies as well as credit card companies talk to me be-
cause it will affect them in certain ways.

Last week, we even had one of the bankers here talk about how
$6 billion to $10 billion of additional reserves are going to have to
be put because of credit card exposure.

The reason it is concerning to me is because in a committee back
in December that I chaired, which was the Financial Institutions
Subcommittee, the Home Builders Association indicated that it
would cost, if you have increased cost of a home loan of $1,000,
1100,000 people across the country no longer have access to home
oans.

Is that familiar? Are you familiar with that, Mr. Nery?

Mr. NERY. I am familiar with it. It definitely is a proposal that
would be onerously burdensome for a lot of the smaller regional
banks. Certainly if you are going to have a standard rule that is
going to apply across the board I think, obviously, you would have
more adherence and it would be easier to adhere to by the larger
institutions.

But when you are talking about credit unions and you are talk-
ing about municipal, small, regional banks, it is going to be a high-
er burden, which I think is very, very difficult to accept because we
have institutions, at least in communities of color, that are often
reliant on these local institutions as well.

And if you burden them and put them out of business or make
it unreasonable for them to be able to afford or to be able to offer
loans, it really would do an injustice to those communities which
they serve.

Mr. LUETKEMEYER. Yes, my thought process is this is going to
really impact the low- and moderate-income folks tremendously be-
cause when you increase these costs, which, you know, the credit
unions have given me a couple of studies. So different ones said
there were going to be an additional $30 billion in lost capital they
are going to have to replace.

One of them talked like over 30 percent of their members are ei-
ther going to cut lending or they are going to have to increase costs
or increase the cost to the consumer for their services. And if that
happens, the availability of home loans is not going to be there.
And so that is one part of it.

The other part is the procyclicality of this thing. In other words,
one of the problems is that if this happens and the economy turns
down the financial institutions have to reserve more. And if they
reserve more it means they have to charge more, which means they
haV((e1 less ability to lend, which means you start spiraling down-
ward.

And this is what happened with the mark-to-market. This is ex-
actly the problem that the FASB folks caused and helped exacer-
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bate the crash of 2008 because of the mark-to-market situation
which they then had to pull that rule back because they didn’t
study the potential impacts.

And in this situation they haven’t put they haven’t studied the
potential impacts either. They admit to me that they have not
studied this to see once what could happen here.

So this is very, very concerning to me. I am hopeful that all of
you will look into this. To me, it is going to have a dramatic impact
on especially the groups that you are talking about here, the low-
and moderate-income folks that we want to make sure they have
the ability to have that American Dream: the home.

And if you can do a study, please send it to me. I would be more
than happy to take it and run with it. I know the REALTOR’s asso-
ciation, I have talked to some of your folks already. This is going
to have a dramatic impact on your ability, Mr. Hicks, on yours as
well, Mr. Nery.

This one regulation could be as impactful as any other regulation
that is being proposed right now by anybody across the board if you
think about what is going on. And the GSEs, you have a $5 trillion
portfolio of 30-year loans? Imagine how much money is going to
have to be reserved for that.

I am out of time, but thank you so much. And again, if you can
send me your studies, I would sure appreciate it. Thank you.

Cléairman Cray. The gentleman from Missouri’s time has ex-
pired.

The gentlewoman from Ohio, Mrs. Beatty, who is also the Chair
of our Subcommittee on Diversity and Inclusion, is recognized for
5 minutes.

Mrs. BEATTY. Thank you very much, Chairman Clay.

Thank you also to Ranking Member Duffy and to the panel.

Before I get started, let me also echo my thanks and congratula-
tions, Clinton, to you for all your years of service.

I want to start out by thanking you, as our chairwoman of Finan-
cial Services stated, for having a panel that is very diverse, not
only in gender and race and ethnicity but their brilliance that they
bring to the diversity of their experience in this very important
issue.

For some 20 years, I worked as a consultant in housing, so I give
you a personal thank you for helping and fighting for all those who
benefit from your services.

Today is an exciting day for me, Mr. Chairman. One, I like that
you said you are going to include pragmatic legislation in the work
that we do.

Mr. Duffy, I am sorry he is not here, but I want to thank him
for acknowledging and reminding us that some 50 years later we
still have disparities, especially with African Americans.

So when we talk about funding and moving that needle, I am
sure Mr. Duffy will be right there with you, Mr. Clay, in making
sure that we fund and finance FHA and all of the housing pro-
grams.

But on the pragmatic side, let me share with you all today that
included in today’s hearing is my bill, the House Financial Literacy
Act, H.R. 2162. To the panel, I am very pleased to hear you, Ms.
Castro-Conroy, Mr. Hicks, and Mr. Nery talking about the value of
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education in making sure that we include legislation and programs
that can be helpful.

Well, this bill will give first-time homeowners a 25 basic point re-
duction on their up-front mortgage insurance premiums if they
take a HUD-approved housing counseling program. This bill will
essentially lower the cost due at closing by reducing the current
up-front mortgage insurance premium on a FHA loan of 1.75 to 1.5
percent.

So basically, if you were buying a home at $200,000, you would
et a $500 reduction. If it was $300,000, you can do the math,
750; $400,000, $1,000. And here is what is so important about this

and many of you have talked about first-time homeowners, who
purchase a home.

If they have the counseling classes, if they have the support sys-
tem, they are one-third less likely to default on their mortgages,
which in the case of FHA leads to cost savings for the mutual mort-
gage insurance program.

Also, I think it is important to note that FHA’s 2016 annual re-
port to Congress found that in 2015, FHA was used for 47 percent
of homes purchased by African Americans and 49 percent of pur-
chases by Hispanic households. It also found that 82.1 percent of
FHA purchase loans were for first-time homebuyers.

Now, all of you are probably very familiar with Section 2126 of
the 2008, when Congress passed and the President signed, the
Housing and Economic Recovery Act. Well, as you will be re-
minded, it authorized $25 million a year between 2009 and 2015.

So I would like to ask you all, do you support the fact of having
education and counseling and that we should, of course, make sure
that Congress should pass those dollars again. So I only have about
30 seconds.

Ms. Castro-Conroy, Mr. Hicks?

Mr. Hicks. Absolutely.

Ms. CASTRO-CONROY. Strongly support, yes.

Mrs. BEATTY. Thank you.

Ms. Bailey?

Ms. BAILEY. Yes.

Mrs. BEATTY. Mr. Griffith?

Mr. GRIFFITH. I can’t endorse specific legislation, but I support
education of borrowers.

Mrs. BEATTY. Ms. Poole?

Ms. PooLE. NAR absolutely supports this.

Mrs. BEATTY. Ms. McCargo?

Ms. McCARGO. Absolutely. I think that the educational compo-
nent is critical to the solving of these issues and housing coun-
seling as well.

Mrs. BEATTY. Okay, thank you very much.

Mr. Chairman, I yield back.

Chairman CLAY. I thank the gentlewoman from Ohio.

And I recognize the gentleman from Michigan, Mr. Huizenga, for
5 minutes.

Mr. HuUiZENGA. Thank you, Mr. Chairman. And I have had a
kind of a front row seat into some of these issues in my own career.
I have been a licensed REALTOR in the past. I have had family
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members who have been licensed REALTORS literally since, well,
my earliest memories.

And I thought it was the coolest thing when my uncle’s beeper
went off, and it was for those of you that have been in the industry,
and Ms. Poole, you are nodding your head. You had, I think, two
times that you could hear whatever that message was, right?

But it has been a problem, as has been pointed out by many of
you, some of the inequities that have existed in housing. And I
know, again, from being a licensed REALTOR and from having a
family involved in construction, there are a number of barriers that
have been in place.

Mr. Hicks and some of the others had noted some of those formal
barriers and certainly historic barriers that we, in a modern soci-
ety, look at and say, completely unacceptable.

Mr. Hicks. Yes.

Mr. HUIZENGA. Mr. Hicks, though, on page three of your testi-
mony, I just wanted to kind of give you an opportunity to be a little
more specific here. And I know you then continue on with some
policy recommendations.

And I am going to quote you here, “Housing experts such as
scholar Richard Rothstein find that segregated neighborhoods are
not an accident, but the result of laws and policies passed by local,
State, and Federal Governments that promote segregation and dis-
criminatory practices.”

Can you be more specific on what some of those local and State
laws might be? And this goes back to some of the discussion that
we have had in this committee a number of times, which are what
are some of those cost barriers that are put up by local govern-
ments that, whether it is lot size, whether it is certain building re-
quirements?

Mr. Nery, I see you nodding your head, too, but please either of
you can jump in.

Ms. Poole?

Mr. Hicks. Well, when you start talking about cost barriers his-
torically, is that what you are asking?

Mr. HuizeNGA. No, I am asking right now, what are State and
local governments and expand upon that if you need to, on the Fed-
eral Government as well. But what are some of those barriers for
that entry?

And Mr. Nery if you want to jump in?

Mr. NERY. I just wanted to clarify, are you speaking as to,
maybe, some of the costs for affordable housing or building homes?
Is that what we are discussing?

Mr. HUIZENGA. That is what I guess I am trying to get—

Mr. NERY. Okay.

Mr. HUIZENGA. Mr. Hicks to find out if that is what he meant—

Mr. NERY. Well, I will speak to that.

Mr. HUIZENGA. —by that. Yes?

Mr. NERY. Definitely one of the grave issues that we see across
the country when you are talking about building affordable homes
for first-time homebuyers is the fact that there is just exorbitant
amounts of costs just to start really shovel to ground.

Our friends at the Home Builders would tell you that in the av-
erage municipality, the average builder is spending about $90,000
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just in permits, in zoning, and what have you before they can actu-
ally construct a home.

Then if you add on top of that $120,000 it will take to actually
build a property, you are talking a cost, an upfront cost of
$220,000, $230,000. So you are probably going to have to sell in the
$300,000 to $400,000 range.

That would not constitute a first-time homebuyer option, right?
That is not going to be for somebody at an entry level. It is going
be most likely a move-up buyer.

But again, those are just cost-prohibitive measures that exist
across the country so we really need to have some Federal legisla-
tion that can work with a lot of the local municipalities to ensure
that we can reduce some of that red tape, that we can reduce some
of those zoning costs and building costs.

Mr. HuUiZzENGA. How does the Federal Government do that,
though?

Mr. NERY. I think it really would be a question of putting to-
gether some sort of a body that would govern some of these zoning
regulations that I think there would have to—

Mr. HUIZENGA. But we may have some 10th Amendment issues—

Mr. NERY. Right, right, right.

Mr. HUIZENGA. —in that.

Mr. NERY. Sure, but I think there would definitely be some
standards that can be put into place for zoning departments, build-
ing departments for municipalities across the country. I think cities
would adopt a lot of those regulations to try to create some uni-
formity.

But you also have issues right now just when you are talking
about labor and when you are talking about building costs right
now there has been a lot of stories written about the costs in lum-
ber and costs in labor shortages so you have higher costs for build-
ers as well.

So those are obviously ancillary issues that need to be dealt with
as well. But I think there needs to be some sort of a uniform sys-
tem across the country to try to reduce some of those upfront costs.

Mr. HUIZENGA. Ms. Poole, if—

Ms. PoOOLE. Yes, I would love to add to that. In addition to some
of the zoning laws and some of the cost of building new construc-
tion, if grants are not there, a lot of times there are no affordable
homes put in those developments.

Another piece that we have to consider is that when some new
construction is being built there are deferred costs that are then
pushed off to the homeowner so that the builder doesn’t absorb
those costs, things like front foot assessments, that in this case
could total an additional $400 to $600 a year just in paying for the
deferred charges of putting in public water and sewer.

So as they go through, you start thinking about all the costs that
are then referred over to the homeowner and it all of a sudden dis-
qualifies them possibly for a loan.

Mr. HUIZENGA. My time has expired. I am in the process of build-
ing new construction. I hear Mr. Nery. I have never been a part
of any project, other than vacant land, that has put any kind of de-
layed sewer and water assessment on those. But maybe we can
talk about that at a—
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Ms. PooLE. I would love to talk to you about it.

Chairman CLAY. The gentleman from Michigan’s time has ex-
pired.

I now recognize the gentleman from California, Mr. Vargas, for
5 minutes.

Mr. VARGAS. Thank you very much, Mr. Chairman. I appreciate
what you are doing here today and especially the panel being here.
I agree with Mr. Luetkemeyer completely, that it is still the Amer-
ican Dream to own a house. I still believe that.

It certainly was the case in my family. I know that once our fam-
ily was able to buy a house, it really stabilized our finances. And
it allowed my parents later on to help us with college costs, and
so I am very appreciative of that.

I did want to ask some specific questions, however, with regard
to DACA recipients since we are talking about dreams. It was the
case in the past that HUD and FHA was not preventing DACA re-
cipients from getting FHA loans.

Now, my understanding is that there is nothing in writing that
prevents them from getting FHA loans but now that both FHA and
HUD are verbally saying that they are not eligible. Who would like
to comment on that if they know the information?

1Ms. Bailey, it sounds like you have some information. Go ahead
please.

Ms. BAILEY. Yes, thank you so much for the opportunity. We
think that the practice has a very chilling effect on potential home-
owners for an important subset of our nation’s citizens and resi-
dents. And we think that it is important for HUD to really clarify
its position and ensure that DACA recipients are eligible for FHA
loans without legislation.

Mr. VARGAS. Mr. Nery, yes, sir?

Mr. NERY. I would echo Ms. Bailey’s thoughts. DACA recipients
really, under FHA guidelines when you are looking at them, the
whole issue is legal status. And from NAHREP’s perspective, it
really is inappropriate for a government agency to be setting up
immigration legislation.

And in my statement I mentioned that really is something for
the judiciary to decide as opposed to have a body such as FHA real-
ly dictate that. So our feeling really is it is more of an administra-
tive issue that is going on right now. Administration forcing that
immigration question to be addressed through FHA which, again,
is inappropriate in our eyes.

Mr. VARGAS. Well, we have, in fact, cases where there are indi-
viduals who have arrived in our country and undocumently when
they were 3 years old. They have lived here their whole lives.

Mr. NERY. Absolutely.

Mr. VARGAS. They got married. They had kids. They have very
stable incomes and they believe that everything is going to work
out. They have saved for their down payment.

And then they go to the bank and the bank looks and all of a
sudden they are denied because they receive verbal instructions
from FHA that they don’t qualify, even though their legal status
is such that they should qualify and they did previously qualify.

Mr. NERY. Right.

Mr. VARGAS. Mr. Nery, you were going to comment?
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Mr. NERY. No, I would agree with that. I have had personal ex-
perience with that with a number of clients that had they applied
for a loan a year ago, 2 years ago, they would have easily received
a loan. But now because of their DACA status they have been un-
able to obtain loans.

And these are folks and individuals for all intents and purposes
you would say they are as American as apple pie because some of
them have been here since they were born, right?

They were here. They just happened to be born in another coun-
try, but they have been here since they were 6 months old, a year
old. So for all intents and purposes, they are American through and
through.

Mr. VARGAS. Okay, thank you. You were going to say something,
Ms. Bailey. Go ahead.

Ms. BAILEY. If I could hold up the study that I cited earlier by
the UNC Center for Community Capital of Self-Help Credit Union’s
mortgage loan. Self-Help is one of the primary lenders to undocu-
mented families across the nation. And again, when consumers are
given safe and responsible loans, they perform well in those. So we
know that these consumers can succeed. So again, HUD needs to
really clarify its position.

Mr. VARGAS. Thank you. Well, I appreciate that. I have to say
also with respect to affordable housing, I was on the San Diego
City Council for many years. And it is interesting being on the
other side of those fees because at the same time, it used to be in
California that the State would pick up a lot of the infrastructure
issues. They would pick up the roads, the schools, the sewer, the
water.

And because of Prop 13, property values continued to grow but
the assessment didn’t except for 1 percent a year. So the amount
of money that was coming into the government just wasn’t there.

So that is why you put it on the new homeowner. They had to
pay then upfront, all of those costs, and that does create a huge
burden for new homes to be built.

And also, of course, the NIMBYism. Everyone loves density
somewhere else, but not in their own community, which is too bad.
I love to travel, and I travel quite extensively with my family.

One of the places we have traveled to is Vienna. It is one of the
most dense cities in the world. It is also the most livable. And so
I hope that we get over that notion that density is wrong and bad,
especially in places like California where people want to live. The
price is too darn high.

So again, I appreciate very much the work that you have done
here. Again, I am someone who believes in homeownership. I know
some people are saying that maybe it is not the best way to create
wealth. It certainly has been historically, and it certainly has sta-
bilized families.

And I think it is still the dream that we all aim for. And cer-
tainly, I hope that we can make it affordable for people. Again,
thank you guys. God bless you.

And I thank you, Mr. Chairman. Thank you, sir.

Chairman CLAY. You are very welcome, Mr. Vargas.

I now recognize the gentlewoman from Michigan, Ms. Talib, for
5 minutes.
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Ms. TrAIB. Thank you, Mr. Chairman. I thank all of you so much
for your incredible advocacy on this important issue in our country.
A lot of folks are locked out of the traditional mortgage market. 1
think we can all agree to that, due to a number of factors that all
of you have mentioned from institutional racism to, you know, I
would like to wrap it up into access.

Access is so key. In the 13th Congressional District, many homes
are under $50,000 where it is nearly impossible to get a traditional
mortgage company or folks to finance. This has led to my district
becoming ground zero for land contracts.

And I want to urge my colleagues, as I am working with Chair-
woman Waters and her team on the Land Contract Homebuyers
Protection Act, that I am hoping to provide eviction protections for
buyers by allowing termination of those contracts only through
foreclosure proceedings, similar to foreclosure proceedings, again
giving them access to due process.

It seems like a great idea, land contracts. And I worked at non-
profit organizations where that is where we lean to when we
couldn’t get folks to traditional access to finance. And now it is be-
coming a thing. Many of the folks who are pushing predatory lend-
ing and so forth have gotten into the business of land contracts.

Many buyers, many of our residents don’t realize that and there
are repairs that are needed, hidden fees and interest and so forth,
again, not fully disclosed to the homeowner. Later down the line,
the seller forces the buyer to make the repairs that should have
been made.

And if the resident doesn’t make those repairs, they evict them,
literally taking everything, their time, their energy, every single
ounce of what was put into the home.

So based on your experience, Mr. Hicks, would you say that
homes sold under land installment contracts are habitable condi-
tion to rent?

Mr. Hicks. Well, we totally discourage the use of land contracts
and that is because I am from Georgia, and we believe in the
owner getting title at time of closing.

Ms. TLAIB. Yes.

Mr. Hicks. And because of that we just discourage the use of it.
And because, like I say, there is too much fraud that can occur in
that type of transaction.

Ms. TLAIB. I agree.

Mr. Nery?

Mr. NERY. So I would say, as a practicing a real estate attorney,
land contracts is something that I understand well. And when I
first read about your bill, I was taken aback because, honestly,
when I have been involved, I make sure I am pulling title in escrow
and ensuring that there aren’t any issues with liens or—

Ms. TLAIB. Yes. Can we—

Mr. NERY. —previous ownership—

Ms. TLAIB. The thing is, we have to get—

Mr. NERY. I can establish that.

Ms. TLAIB. —residents in front of you.

Mr. NERY. Correct, correct.

Ms. TLAIB. And that is what is happening is they are not.

Mr. NERY. The majority of people—
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Ms. TLAIB. And I am an attorney myself.

Mr. Hicks. Right.

Ms. TLAIB. But these are the same. I mean, renters have more
rights than—

Mr. NERY. Right.

Ms. TLAIB. —land contracts.

Mr. NERY. Right.

Ms. TraiB. Some of these places can’t even be rented out because
of certain—

Mr. NERY. Absolutely.

Ms. TLAIB. —requirements for conditions like roofing and so
forth. Many of these folks who are pushing the land contracts can’t
rent them out because of the condition of the home.

Mr. NERY. Right. No, I—

Ms. TLAIB. But I really have to reclaim my time.

Mr. NERY. Yes.

Ms. TrAIB. It is really, really important. In 2015, the Detroit
News found that more land contracts than traditional mortgages
have been filed with the Wayne County registrar in my district.

Ms. Bailey, compared to a traditional mortgage offered by finan-
cial institutions, how high are interest rates on land installments?

Ms. BAILEY. They are extremely high, and we know that these
are not new practices, right? This is, again, reincarnating things
that had been really problematic in places like Illinois. We know
that those types of contracts cost consumers in the City of Chicago
more than $500 million. So you are right to be concerned.

We think two things need to happen that are essential. Every
contract should be recorded immediately. And then we also believe
that the termination of the contract needs to be enforced through
judicial foreclosure.

Ms. TLAIB. That is right.

Ms. BAILEY. That is really important. And then, we want to high-
light that TILA already provides substantive protections around
these transactions. So we don’t really need to reincorporate that
language in any of the bills.

Ms. TLAIB. Yes, thank you.

And, Ms. McCargo, why are companies allowed to get around
regulations that address predatory lending, the Truth in Lending
Act, and offer these products with outstanding property taxes and
liens to consumers without letting the potential homeowners know?

Ms. McCARGO. For me?

Ms. TLAIB. Yes, you go ahead.

Ms. McCARGO. Thank you.

Ms. TLAIB. I am, like, where are you?

Ms. McCARGO. Thank you for the question. So land contracts, we
have done a tremendous amount of research on low-cost markets.
There is an inadequate amount of financing available for the pur-
chase of lower-cost properties.

And so we have looked at small-dollar access to lending, and I
think that the workarounds in terms of, I shouldn’t call them
workarounds, the issues that you are describing are pervasive,
predatory, and essentially inadequate.

And I think it is an issue that we need to spend more time on
in terms of how to deal with land contracts. But I do think that
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the mortgage system, the finance system, in supporting properties
in lower-cost markets needs a tremendous amount of moderniza-
tion.

Small-dollar lending and the ability to actually finance anything
that is frankly under $80,000 in communities like yours and many
others around the country are completely insufficient and inad-
equate. And that there is an opportunity to look at how we can pro-
pel and advance small-dollar financing for more safe, consumer-
friendly products to allow for affordable home buying at the lower
end of the market.

Ms. TLAIB. And thank you.

And, just really quickly, Chairman Clay, I would like to submit
a statement by the National Consumer Law Center that outlines
the racist history of land contracts that I couldn’t get a deeper dive
into during my questioning.

Chairman CrLAY. Without objection, it is so ordered.

The gentlewoman’s time has expired.

I recognize the gentleman from Ohio, Mr. Gonzalez, for 5 min-
utes.

Mr. GoNzALEZ OF OHIO. I first want to thank the chairman for
holding this hearing and thank all of the witnesses for your partici-
pation today. Let me start by saying that, like all my colleagues
on this committee, I believe that for many Americans and for many
of my constituents, homeownership is an integral part of achieving
the American Dream.

Along with the pride and accomplishment of owning a home,
homeownership encourages civic and community engagement, helps
lead to better educational achievement, and also improves health
outcomes. Based on the testimony today, it is clear that minority
communities have a more difficult time achieving homeownership
and that this is by no means an easy problem to address.

As you said in your testimony, Ms. Poole, there is no end all, be
all solution. It is multifaceted. That being said, Ms. Poole and Mr.
Nery, you both mentioned the issue of access to credit for many mi-
nority communities.

Ms. Poole, you specifically stated that for Hispanic households,
more than a quarter are either credit invisible or have an unscored
credit record.

Mr. Nery, you stated that millions of Hispanics pay their bills
with cash which prevents individuals from gaining access to credit.
So my first question is for Mr. Nery. You briefly mention in your
testimony that alternative credit models are currently unavailable
in the mortgage space.

We had the credit rating agencies in here earlier this session. I
met with FICO the other day. I couldn’t agree more. It is pretty
clear that this is an industry, and I think, Ms. McCargo, you kind
of were alluding to it. This is an industry in need of major innova-
tion, and it is not happening. And I think that is primarily struc-
tural, frankly.

But, Ms. Poole, what are your recommendations for expanding
access to credit for individuals who may be credit invisible in a
more responsible way?
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Ms. PooLE. Thank you for the question. One of the things that
needs to happen is, as we look at alternative credit, is to recognize
that everything doesn’t fit in a box—

Mr. GONZALEZ OF OHIO. Absolutely.

Ms. PoOLE. When we are looking at the multicultural individuals
that we serve, what we are looking at is saying, there are credit
vendors who report credit scores for positive and negative. But the
positives of paying rent and paying utilities and things that they
do, paying car insurance, only show up if they are delinquent. It
never shows up as a positive.

If we could move towards, if anything, that one alternative piece
and being able to say is there a way that all credit, no matter what
it is that they are paying on a monthly basis and installments, be
reported as current good credit.

Mr. GONZALEZ OF OHIO. Right.

And Mr. Nery?

Mr. NERY. Yes, NAHREP firmly would agree with that. There is
a company, VantageScore, that already is successful in the auto-
motive and the lending, small lending, personal loan, or their credit
models are being implemented already for credit cards and auto-
motive loans.

That company would be somebody that can certainly introduce
an alternative credit model that can be utilized by the GSEs. They
have been using the same model essentially for 20 years. If they
adopted a new model, if they took that decision, made that decision
themselves to implement new credit scoring models, I think you
would see a drastic change.

Mr. GONZALEZ OF OHIO. My understanding is VantageScore is
owned by the three credit bureaus. Do you know if that is accu-
rate?

Mr. NERY. To my knowledge, that is not accurate.

Mr. GoNzALEZ OF OHIO. I will have to look into that. I think
when we met with some folks last week, they suggested that that
was true. If it is true, I think we may need to find another vehicle.

Mr. NERY. Right.

Mr. GONZALEZ OF OHIO. But kind of next question more broadly,
and again, this gets into the competition. I will open this question
up to the entire panel, but more broadly speaking, do you all think
there is adequate competition in the credit reporting industry? And
maybe just go down the line, a simple yes or no.

Ms. McCARGO. No.

Ms. BAILEY. No.

Mr. NERY. Absolutely not.

Mr. Hicks. No.

Ms. CASTRO-CONROY. No.

Ms. PooOLE. No.

Mr. GRIFFITH. No opinion on that.

Mr. GONZALEZ OF OHIO. No opinion? Okay. Well, again, I thank
you all for your time. I am as committed as anybody to making
sure that there is more competition.

One of the promises of A.l. is that when you have robust datasets
if they are opened up and people can innovate in a space that we
can find those better predictors so that we can more accurately dis-
tribute credit into the marketplace. And I look forward to working
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with anybody on the committee who is committed to that funda-
mental mission.

So thank you, and I yield back.

Chairman CLAY. Okay. The gentleman from Ohio yields back.

I now recognize the gentleman from Florida, Mr. Lawson, for 5
minutes.

Mr. LAWSON. Thank you, Mr. Chairman, and witnesses, welcome
to the committee.

Mr. Hicks, I want this question to go to you. I want to make sure
that I am on the right track and I am not out there in left field.
I have been concerned a great deal about millennials who are com-
ing out and would like to become homeowners.

And I have been working on what I call a rentals IRA which al-
lows them to put money into an IRA account on a deferred basis
that can only be used for a down payment on a house. But what
I would like to know from your perspective or any anyone else’s
perspective is what is the limit of the amount that they should be
able to put in those IRAs earning interest in order to be adequate
for a down payment?

I will tell you the reason why. In about 1973 or 1974, I was pur-
chasing a house through FHA. I think the interest rate was 21.5
percent, and they required that you had to put down 10 percent.
And I was trying to find out how I am going to get the 10 percent.

So when you see all these rental units and everybody rent them
and even housing, how they get out, and I think that has been my
perspective. So judging from that if they can have this IRA that
they can put money into and know that they can use it and I just
wanted to see if anybody can respond to that. Okay.

Ms. McCARGoO. Did you have—

Mr. Hicks. That is a very interesting concept. In our down pay-
ment savings plan proposal what we are suggesting is as much as
$500,000 could be accumulated in a tax savings plan. The reason
why we say $500,000 is because that paints a broad brush of all
Americans.

Certainly, $500,000 is not a large amount for very wealthy peo-
ple buying $5 million and $6 million houses, but we are talking
about a down payment savings plan where the wealthy could con-
tribute that maybe to a family member.

So in a renter’s IRA I do think that is a very unique concept be-
cause there are a lot of lease purchase programs that are out there
that probably that type of a structure could be beneficial. And I
think that that is an excellent idea. So I think you asked the
amount. I would say about $500,000.

Mr. LAWSON. Okay.

Ms. McCARGO. The rents in this country are incredibly high. We
have been talking about the housing supply problem and so those
constraints are really pushing up the issue on affordability.

Research that we recently have done has indicated that the aver-
age or median down payment for most home purchases in the last
year is 5 percent. And there is still a belief out there that there
is a need for a down payment of 20 percent, 10 percent.

There are a tremendous number of low down payment programs
out there. Both Fannie Mae and Freddie Mac have introduced such
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programs that have allowed for as low as 3 percent down. The V.A.
home lending is 0 down.

So I think it is really important to just note that part of the edu-
cational process and kind of demystifying is that the majority of
people don’t put down 20 percent; 5 percent is the median down
payment amount in America today. And I think there is a lot of
opportunity for down payment assistance programs to help meet or
go support homebuyers in purchasing at that level.

Ms. BAILEY. And I would share that you are right. Many Ameri-
cans are now paying more than 50 percent of their income in rental
housing costs. So it is really difficult for them to be able to save
for a down payment.

And we know that student loan debt, $1.7 trillion, is really delay-
ing homeownership entry by many first-time homebuyers and
many of those people will be families of color.

So other options that have been promoted have been promoted by
people like Sandy Darity and others coming up with ideas around
baby bonds to make sure that people have sufficient resources for
entry into homeownership and money already reserved for entry
into homeownership.

And because we got a question earlier about education and how
education can really solve these issues, what we know is that stu-
dents of color are disproportionately burdened with debt because of
historical housing discrimination.

White families got access to homeownership because of Federal
housing policy so they were able to build up home equity and then
use that home equity across generations to support their family
members. So your idea is definitely taking us in the right direction.

Mr. NERY. I think NAHREP would wholeheartedly agree that we
should have something. If it is going to be use of an IRA it would
be something that would be aligned with low down payment assist-
ance programs.

So if we are talking about 3%2 percent, simply because in the
Latino space we are talking it is about 16 years before homeowners
would be able to achieve a 20 percent down payment.

And we are challenged because of the fact that we are younger,
at 29 years old, we live in large metro areas that are more expen-
sive, and we also don’t have intergenerational wealth.

So we are not inheriting money at the rates that non-Latino com-
munities are doing. So it definitely would be a challenge for us. I
would say something commensurate with the loan down payment
programs that exist would be ideal.

Mr. LAWSON. Thank you. My time has run out, but I need you
all to help as we move forward with this. Thank you.

Chairman CLAY. The gentleman from Florida yields back.

I now recognize the gentlewoman from New York, Mrs. Maloney,
who is also the Chair of our Subcommittee on Investor Protection,
Entrepreneurship, and Capital Markets. She is recognized for 5
minutes.

Mrs. MALONEY. I thank the gentleman for calling this important
hearing and for yielding me the time and I thank all of the panel-
ists today.

I would like to ask Joseph Nery, we all know that homeowner-
ship is absolutely critical for wealth creation in our country. We
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also know that the financial crisis really caused havoc on the foun-
dations of homeownership and disproportionately hurt minority
homeowners and borrowers.

This led all of us to acknowledge the need for smart regulations
and strong consumer protections. The ability to repay and qualified
mortgage rules that went into effect a few years ago provide some
of the vital consumer protections that we now know are necessary.

But when thinking about barriers to homeownership today, par-
ticularly for minorities, I have heard concerns that some credit-
worthy borrowers with non-traditional sources of income like indi-
viduals who are self-employed, farmers or gig workers have dif-
ficulty in verifying their income using documentation other than
their W-2 and therefore they have more obstacles than anybody
else in obtaining mortgages.

And with an increasing number of Americans making their living
through alternative work arrangements, I would like to get your
perspective. Have some of the income verification form require-
ments unnecessarily shut people out of the mortgage market and
particularly affected minority borrowers? So your take on that,
please?

Mr. NERY. I would say that NAHREP would agree that the cur-
rent credit scoring models that exist have disproportionately af-
fected a lot of minority consumers because, again, we have thin
credit files or no credit really through the current models. Yet, we
have made some strides and some improvements.

The GSEs have had HomeReady. They have had Home Possible
and those programs have then started to take into account some
of the different scoring or the different ways of establishing credit
that Latinos have, again, being self-employed, having gig-economy,
dealing in cash.

But there still needs to be more done on that front. I think a lot
of the legislation as we are looking at either modernizing FHA, if
we are looking at the continuation of the QM patch for the GSEs,
we really have to make sure that that is one of the factors that is
incorporated in there.

We have to ensure that whether it is through alternative credit
scoring models or whether the existing models are modified, there
has to be a mechanism which accounts for the way Latinos and mi-
norities traditionally bank.

Because again, if we are talking about how we pay cash for cred-
it card payments, for utility bills, for rental payments, that is not
captured in the credit models that exist today which were really
developed in the 1990s. So, they are outdated. We need to make
sure that they become updated and they reflect the way the com-
munities establish their credit and bank today.

Mrs. MALONEY. Well, could you elaborate and explain and maybe
give examples of other types of documentation that non-tradition-
ally employed individuals could use to build their credit score?

Mr. NERY. I would say one of the things when you are talking
about the ability to repay for lenders that are employing some of
these more traditional models, one of the things that they look at
is they really look at banking accounts because they will see the
deposits.
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They will see that over time, there actually is money. There is
sufficient money that comes in. And I will give you an example.
Earlier, I had mentioned one of my clients who had a tree trim-
ming business. If you were to look into his deposits and you were
to look at his monthly statements you would see that there are suf-
ficient funds to afford that mortgage payment.

The payments that he is receiving in cash, that his wife is receiv-
ing in cash, that the other family members were contributing to the
bank account, that would be sufficient to cover the mortgage. But
again, sometimes some of the more traditional models that are out
there don’t really look at deposits. They don’t look at bank state-
ments.

They really look at the W-2s. They look at the tax returns. So
if you are looking simply at bank statements, I think that would
be one thing that would be important. Even if you were looking at
receipts for rental payments. If you are looking at monthly state-
ments for credit cards, those I think are all indicators of the ability
to repay.

Mrs. MALONEY. Do you think it would be a good idea to include
all of those in the criteria that they could be looking at?

Mr. NERY. I think so. I think it is very important because, again,
as we look at millennials, in the Latino space we are talking about
29 year olds, but if we look just at non-Latinos, if we look at
millennials across the board there are so many folks that in that
gig-economy if you are an Uber driver by day or if you are doing
something else online by night, you are not receiving your tradi-
tional W-2.

Perhaps you are a 1099 person so you are not receiving that eas-
ily identifiable salary that is nine to five. Right now, you have
young folks who are not working at companies for 30 years. They
are moving every 3 years to a different company. They are creating
their own jobs. So we have to be flexible.

We have to adjust with how a lot of our younger generation, the
future of the country, really, how they are developing, how they are
earning their income. So I think those are factors that have to be
incorporated.

Mrs. MALONEY. I would like to follow up with you further, my
time is almost up, because there has been legislation and proposals
out that say you can use these other forms that include some of the
things you said, yet organizations that advocate for these commu-
nities have been very much opposed to the use of it.

To me it seems like a practical good step forward, but I don’t
want to advocate or work on something that people who are most
affected are against. And some of these organizations have been
against it. I don’t quite understand why. Maybe this is a further
conversation we could have but thank you and all the panelists for
being here. My time is over. Thank you.

Chairman CLAY. The gentlewoman’s time has expired. Give me
names on the other side.

What is his name?

VOICE. Brad Steil. Mr. Steil.

Chairman CLAY. Where is he from? Give me the State.

VoICE. Wisconsin.
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Chairman CLAY. The gentleman from Wisconsin, Mr. Steil, is rec-
ognized for 5 minutes.

Mr. STEIL. Thank you, Mr. Chairman. Thank you for calling to-
day’s hearing on a really important topic. I was digging into some
numbers in particular at the distinction between some of the dif-
ferent cities in the United States.

Seeing homeownership, in particular for African Americans in
Milwaukee, and the disparity we see is between different cities,
maybe higher in the south, Atlanta seemed to be significantly high-
er than, say, New York; Milwaukee is in between.

Looking at why that might be the case and what we can learn
from the distinction between specific cities in the United States
where it is statistically pretty significant variations.

I was wondering if maybe you, Ms. Poole, could comment as to
what you have seen from that and then ask some of your col-
leagues on the panel to comment as well?

Ms. PooOLE. The differences depend on where they come from,
high-rent districts or high-cost areas versus median prices that we
see every day. Some of it are barriers related to zoning issues that
we talked about earlier and cause homeowners not to be able to
cross those barriers.

In some cases, we know that the sophistication leads to barriers
to homeownership that are higher in some areas than others pur-
posely. Some are put in place to cause homeownership not to occur
and especially for minorities.

So that would be one of the barriers when we are talking about
fair }llousing and moving forward, and some of them are inten-
tional.

Mr. STEIL. And so those local land use regulations that we are
seeing have a statistically significant impact—

Ms. POOLE. Oh, absolutely.

Mr. STEIL. In your observation?

Ms. POOLE. Absolutely.

Mr. STEIL. Thank you.

Ms. BAILEY. And if—

Mr. STEIL. Ms. Bailey, please?

Ms. BAILEY. And if I may add, what we see from those local ordi-
nances is that there is a preference for single family housing, and
because of the history of discrimination, African Americans often-
times were not allowed to live in those communities.

They were actually relegated to the industry areas and local ju-
risdictions. So all of those things combined with an inability to get
access to safe and affordable loans over time has created regional
disparities.

And we should just always note that African Americans and a lot
of our history is rooted in the south so you see opportunities in
those southern cities that might be different from when we mi-
grated during the great migration up north because we lived in
close proximity, quite frankly, to many of our southern white
neighbors and attempted to do that when we migrated to the north.

But these local ordinances that were a response to our progress
emerged that really denied that and created kind of barriers, even
with highways around our communities that locked us in. And be-
cause of that, we have this persistent residential segregation.
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Mr. StTEIL. I appreciate that comment.

Mr. Hicks?

Mr. Hicks. The thing that hasn’t been mentioned along with
what Nikitra is saying is that we have to look at historical red-
lining maps that existed in certain cities across the country. And
I think that that has a lot to do with how we see the level of home-
ownership disparities that exist in the nation.

Mr. STEIL. Thank you.

Maybe to just shift gears for a moment with my limited time, Mr.
Griffith, if I can you a question? I have been looking at the Dodd-
Frank Act and the mortgage lending standard getting tightened
significantly following the economic downturn.

And we have seen, I think, a disproportionate impact maybe on
the minority communities and lower-income Americans as a result
of some of the regulations in the Dodd-Frank Act. Could you com-
ment on what you think might have been some of the key problems
in Dodd-Frank and what impact that has had in particular with
minority communities and homeownership?

Mr. GRIFFITH. I thank you for your question. What we have been
focused on at the Heritage Foundation are ways in which we can
restore affordability to the market in general, not for just minori-
ties but for everyone in general.

And we really do believe that as that footprint has grown sub-
stantially even in the wake of the crisis that this has fueled an-
other increase in prices that is making it very difficult for minority
communities, the middle class in general, and that the way long
term to restore that affordability is to gradually diminish the size
of the imprint.

And just one thing on that, if you look at the proportion of these,
the loans that are guaranteed that are for cash-out refis, how does
that actually help people build wealth long term? I think that is
something that Congress should look at.

Mr. STEIL. Thank you very much. I appreciate everyone’s time
here.

I yield back.

Chairman CLAY. The gentleman yields back.

The gentleman from Texas, Mr. Green, who is also the Chair of
our Subcommittee on Oversight and Investigations, is recognized
for 5 minutes.

Mr. GREEN. Thank you, Mr. Chairman.

I thank the witnesses for appearing as well.

And I thank Mr. Duffy for his engagement.

Mr. Chairman, I would like to ask a few questions of the wit-
nesses with your consent and permission. Friends, if you believe
that invidious discrimination has been a significant reason for the
inability of African Americans to achieve wealth in this country,
would you kindly extend a hand into the air.

Please let the record reflect that some persons have extended 2
hands—

[laughter]

—but that everyone extended hands into the air.

If you believe that invidious discrimination to this very day, as
I speak to you now, as I say these words, if you believe that invid-
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ious discrimination is still a part of the obstacle to wealth-building
for minorities in this country, extend a hand into the air.

Let the record reflect again that all have raised their hands. I
am grateful that you have done this because we have been trying
to build this record to let the world know that we still have dis-
crimination. Regulations have to be dealt with, but our original sin
was discrimination.

To be more specific, racism, a word that we don’t like to hear in
hearings like this, institutionalized racism. With this under-
standing, those of you who may know, are you familiar with some-
thing called testing such that you can ascertain whether or not dis-
crimination exists?

If you are familiar with testing, would you kindly extend a hand
into the air? All but one person, I believe. If you are not familiar
with it, would you kindly extend your hand? Okay, one person.
That is Mr. Griffith. Is that correct? Is that your name, sir?

Mr. GrIFFITH. That is correct.

Mr. GREEN. Okay, not familiar with testing. Those of you who
are familiar with testing, is testing a valuable tool in determining
whether or not invidious discrimination exists? If you believe that
it is, extend your hand. All have extended hands. Let the record
reflect such.

Now, given that testing is a valuable tool, would testing be a val-
uable tool in ascertaining whether or not invidious discrimination
exists in lending by using testing, having persons go into lending
institutions, banks and credit unions, and test them to see if they
are engaging in invidious discrimination?

Do you think this is a tool that can be useful to help us ascertain
whether or not invidious discrimination exists in lending? If so,
raise your hand. All have raised their hands who are familiar with
testing. Let the record so reflect.

Finally, on this question, I have a bill, H.R. 166, the Fair Lend-
ing for All Act. This bill would establish criminal penalties for in-
vidious discrimination and would allow testing to determine wheth-
er it exists.

I think that it is time for us to move now a quantum leap for-
ward. We have talked about this for years, how this discrimination
exists in lending but now we can do something about it. We may
have a Congress that will act.

If you think it would be beneficial to have this sort of testing and
penalize persons for invidious discrimination, which is harmful dis-
crimination, raise your hand please. All who agree that testing is
helpful have raised their hands.

Moving to the next bill, H.R. 123, you have talked about credit.
This bill would allow additional credit scoring, a pilot program such
that people who pay their light bills, their gas bills, their water
bills, their phone bills, and utilities—these things could be scored
in an automated fashion.

This would help the people with the thin files that you have
talked about. This would give people an opportunity who are pay-
ing rent to possibly buy a home for less than they are spending on
rent.
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If you believe in scoring light, gas, water, phone, and cable as ad-
ditional scoring, not as a substitute for current scoring but in addi-
tion to it, kindly raise your hand. Okay.

Mr. Griffith, you don’t think that that would be beneficial I take
it? You didn’t raise your hand. Is that correct?

Mr. GRIFFITH. It is a bit nuanced, but I don’t believe that it
should be forced congressionally.

Mr. GREEN. You don’t think it should be forced.

Mr. GRIFFITH. Correct.

Mr. GREEN. I see. Well, you and I—

Chairman CLAY. The gentleman from Texas—

Mr. GREEN. We have a difference in opinion.

Chairman CLAY. I am going to ask you to wrap up.

Mr. GREEN. Yes, sir. I will. I want to thank the panel. All but
Mr. Griffith indicated that this would be beneficial.

With this said, thank you for the time, Mr. Chairman. I will yield
back the balance of my time and I ask unanimous consent that
H.R. 123 and H.R. 148 be made a part of the record.

Chairman CLAY. Without objection, it is so ordered.

Mr. GREEN. Thank you.

Chairman CLAY. The gentlewoman from New York, Ms. Velaz-
quez, is recognized for 5 minutes.

Ms. VELAZQUEZ. Thank you, Mr. Chairman. Let me thank you
and the ranking member for holding this important hearing. And
I woiﬂd like to take this opportunity to thank the distinguished
panel.

Ms. Bailey, earlier this year I introduced H.R. 963, the Home
Loan Quality Transparency Act of 2019, which reinstates Dodd-
Frank’s expanded HMDA reporting requirements that were
stripped out of law last year as part of the passage of S. 2155.

Senator Cortez Masto has introduced companion legislation in
the Senate. Can you talk about the importance of these expanded
reporting requirements and how, without them, finding and pros-
ecuting mortgage lenders and financial institutions for discrimina-
tory lending practices will be far less effective?

Ms. BAILEY. Yes, thank you so much for the question. The Home
Mortgage Disclosure Act data has brought a lot of transparency
into the marketplace. Because of HMDA data, every year we know
which lenders are serving which borrowers.

So we know that conventional lenders are not serving consumers
of color and the service that they are provided is very minimal in
comparison to the more than 70 percent of mortgages that they are
giving to white homeowners.

The rollback took away that transparency that we need. We need
the data. Part of the challenge that we have in the consumer advo-
cacy and fair lending space is oftentimes we don’t have the data,
and that is one of the important things that HMDA has provided.
And your legislation gives us the tools that we need to really
strengthen and get back that data that is really foundational for
consumers.

And then in terms of compliance, because I know a lot of what
we heard during S. 2155, a lot of smaller lenders were saying that
they were having difficulty with compliance, we felt like a lot of
larger banks were really hiding behind those smaller lenders.
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We do understand the burdens of complying with our laws and
regulations. My organization is part of a small credit union admin-
istration organization in the country so we understand compliance
costs. But for years, banks have consistently been able to comply
with our nation’s fair lending laws and do it in a way that has real-
ly allowed us to give credit to consumers. So your bill takes us back
where we need to go.

Ms. VELAZQUEZ. Thank you. Ms. Bailey, last week the CFPB
issued a notice of proposed rulemaking regarding changes to
HMDA'’s reporting requirements as required by the passage of S.
2155. Can you explain any concerns you have with the CFPB’s no-
tice of proposed rulemaking?

Ms. BAILEY. Yes. We are concerned that they have put out this
idea that we can either increase or decrease the thresholds, and it
is around 50 closed-end mortgages.

Ms. VELAZQUEZ. Yes.

Ms. BAILEY. So it is, once again, going back and undoing the
transparency opportunities that we need HMDA to continue to pro-
vide.

Ms. VELAZQUEZ. Thank you.

Ms. Poole, in your testimony you state the homeownership rate
for African Americans, Hispanics, and Asian Americans remains at
an unacceptably lower rate than that of white non-Hispanic Ameri-
cans. I agree. What is the National Association of REALTORS
doing to address discrimination in housing?

Ms. PooLE. I am glad that you asked that question because we
are an organization which is evolving and moving forward, not re-
volving and staying in the past.

We are intentionally moving forward with programs to help our
REALTOR members stay current on fair housing, to reduce any
discrimination policies that might be happening locally for them.
We are helping local and State associations to provide programs at
no cost to them that they can filter down to their members.

We are working with a multicultural leadership across the coun-
try, and some are represented here today, and trying to find ways
that we can work together to reduce a lot of the discriminatory
practices that occur. Because in some cases we hear from each
other some practices that we don’t even know about.

We kind of thought that we were a solo and come to find out that
individually, we are together. So we are working together to try to
move our agenda forward and we are progressive in doing so.

Ms. VELAZQUEZ. Thank you.

I yield back.

Chairman CLAY. The gentlewoman from New York yields back.

I now recognize the gentleman from Missouri, Mr. Cleaver, who
is also the Chair of our Subcommittee on National Security, Inter-
national Development and Monetary Policy. He is recognized for 5
minutes.

Mr. CLEAVER. Thank you, Mr. Chairman. I may not take up the
entire 5 minutes. Thank you for calling this hearing.

Mr. Griffith, I am not sure, I may have misunderstood you. Do
you believe that there is such a thing as racial discrimination in
housing?
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Mr. GrIFFITH. Racial discrimination does occur. And when that
does occur, the people perpetrating that should be prosecuted to
the fullest extent of the law.

Mr. CLEAVER. Well, the only reason I am bringing this up is be-
cause Mr. Green raised four issues and your hand was the only one
that didn’t raise. I think one of them was about discrimination.
And so I am a little, more than a little, concerned. I am still, even
with your answer I am not sure I understand what you are sug-
gesting?

Mr. GRIFFITH. Oh, yes, and thank you for the opportunity to clar-
ify that. I was unfamiliar with the details regarding testing for dis-
crimination, the random testing of entering institutions to actually
determine whether or not the discrimination is occurring.

That is something that I am not actually fully apprised on and
that is why my hand was not raised for that question, simply be-
cause I am not familiar with that practice in determining whether
or not discrimination is occurring.

Mr. CLEAVER. Well, what practices are you familiar with?

Mr. GRIFFITH. That I am not aware of the different mechanisms
in which people randomly enter in order to determine. I am just
not aware of that.

I am aware, of course, of being able to report to the FHA through
our civil system when discrimination is occurring. I think, of
course, that is very helpful that we have that opportunity.

Mr. CLEAVER. And I am still getting a headache.

Ms. Bailey, will you—

Ms. BAILEY. Yes, thank you for this opportunity. I want to high-
light a report that the National Fair Housing Alliance did recently.
They conducted an in-depth investigation on how consumers are
treated when they shop for auto loans, so I want to—

Mr. CLEAVER. I will yield.

Ms. BAILEY. —talk about it in the auto lending context. Mr.
Green held a hearing last week on auto lending discrimination. The
National Fair Housing Alliance found in that testing case, that in
62.5 percent of the cases, consumers of color received unfavorable
treatment and more costly price options than the less-qualified
white counterparts.

So if you were white and your credit wasn’t as good, you received
better credit. I would really refer our co-panelist to that study. We
know that discrimination is real and ongoing.

Mr. CLEAVER. Yes. We always have a problem in solving a prob-
lem. If you don’t think you can get cancer from cigarettes, there is
no point in trying to stop people from smoking.

If you don’t think there is discrimination, there is no point in try-
ing to stop people from discriminating. And obviously, it is massive.

I would like to yield the balance of my time to Ms. Tlaib of
Michigan.

Chairman CrAY. The gentlewoman from Michigan is recognized.

Ms. TrAIB. Thank you so much, and I wanted to actually allow
Mr. Nery to finish. We were both very eager to hear what you have
to say about land contracts. But before I do that, I do want the
record to note that between the 1930s and the 1960s, contracts
were used to redline and prevent minorities from being home-
owners.
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As you all know, 50 years later, we still allow for the land con-
tract system to exist to hurt communities of color. And so it is real-
ly important that we allow it to happen but with safeguards.

And so, Mr. Nery, we are very curious about your response of],
we know and I think we want access, because access is key.

Mr. NERY. Absolutely.

Ms. TLAIB. But this seems to be a predatory process, a redlining
process that hurts predominantly blacks—

Mr. NERY. I would—

Ms. TLAIB. —in our country.

Mr. NERY. —wholeheartedly agree. I was just expressing as an
attorney, that it surprised me because when I am involved, I make
sure that those issues that we are concerned about don’t occur. But
I didn’t imagine, I didn’t think about in the majority of trans-
actions people are obtaining land contracts consumer-to-consumer
without having any of those protectionary measures.

I would say NAREB completely and wholeheartedly agrees that
there has to be some uniformity. There has to be some standard
to it because you have to, at a minimum, make sure that you have
some sort of a memorandum of agreement that identifies that this
contract is there.

You want to make sure that you have title and—

Ms. TLAIB. Oh, I know.

Mr. NERY. —that you can ensure that all of those protectionary
measures are there for the consumers. You don’t want someone to
inherit any kind of liens or foreclosure or any kind of debts or other
mortgages that exist.

So absolutely, I think there has to be a standard that is applied
across the country for consumers to be protected because you have
to make sure that although in some cases this may be the only op-
tion that people have for financing, you have to make sure that
they are protected.

Ms. TLAIB. Thank you.

Lastly, Ms. Bailey, you said something really shocking and pro-
found. I lost more black homeownership in the State of Michigan
than anywhere in the country. But you said black homeownership
is at the same rate today that it was in 1968. What is the rate now,
since 1968 to 2019, the same rate?

Ms. BAILEY. Indeed, it is. Today, it is at 41.4 percent. And it is
important to really help us understand, we had progress after the
Fair Housing Act, however, the market shifted. Reverend Jackson
says that when we get in the game and the rules are clear and the
referees are fair, we win.

Black and Latino families have never been in a mortgage market
that operated in that way. Instead, we have had dual systems
where we are tracked to dangerous and risky mortgages and other
financial services products that stop our ability to build wealth
over time and pass on to future generations. Each of our genera-
tions continually have to start over again as opposed to building on
legacies of families’ opportunity.

Chairman CLAY. The gentlewoman’s time has expired.

Did the gentleman from Florida have something to add?

Mr. LAWSON. Yes. Ms. Bailey, I just want to say you made ref-
erence to Rosewood?
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Ms. BAILEY. Yes.

Mr. LAWSON. And the reason why I'm interested is that I am the
one who did a bill in Florida.

Ms. BAILEY. Yes.

Mr. LAWSON. And that was in 1923 when African Americans had
homes and all that kind of stuff before the massacre and every-
thing took place, but it was interesting that you mentioned Rose-
wood. It just stimulated me when you mentioned something about
it.

Ms. BAILEY. And if I may? People keep asking, why do we look
back? Why do we look at yesterday? The only way we are going to
learn the lessons of the past is by understanding what the facts
present. And we have a chance today to make sure we do not pass
on to our children the burdens of discrimination.

Chairman CLAY. The gentleman is welcome.

And I would like to thank our witnesses for their testimony
today, as well as say that I am encouraged by the thoughtful ques-
tions and answers to this intractable issue of barriers to minority
homeownership. But I am confident after hearing your testimony
and your responses that we can find solutions to this issue.

The Chair notes that some Members may have additional ques-
tions for this panel, which they may wish to submit in writing.
Without objection, the hearing record will remain open for 5 legis-
lative days for Members to submit written questions to these wit-
nesses and to place their responses in the record. Also, without ob-
jection, Members will have 5 legislative days to submit extraneous
materials to the Chair for inclusion in the record.

And, thank you all.

This hearing is adjourned.

[Whereupon, at 12:17 p.m., the hearing was adjourned.]
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Good morning Chairman Clay, Ranking Member Duffy, and Members of the United States House
Committee on Financial Services, Subcommittee on Housing, Community Development and Insurance.
Thank you for the opportunity to testify regarding the state of and barriers to homeownership for
families of color. | am Executive Vice President of the Center for Responsible Lending (CRL), a nonprofit,
nonpartisan research and policy organization dedicated to protecting homeownership and family wealth
by working to eliminate abusive financial practices. CRL is an affiliate of Self-Help, one of the nation’s
largest community development lenders headquartered in Durham, NC. Since 1980, Self-Help has
provided over $7 billion in financing to 131,000 families, individuals and businesses under-served by
traditional financial institutions. It helps drive economic development and strengthen communities by
financing hundreds of homebuyers each year, as well as nonprofits, child care centers, community
health facilities, public charter schools, and residential and commercial real estate projects. Through its
credit union network, Self-Help’s two credit unions serve over 130,000 people in North Carolina,
California, Hlinois, Florida, and Wisconsin and offers a full range of financial products and services. Learn
more at www.seif-help.org and www.self-helpfcu.org.

Homeownership is the primary way that most middle-class families build wealth and achieve economic
stability. Wide access to credit is critical for building family wealth, closing the racial wealth gap, and for
the housing market overall, which in turn, contributes significantly to our overall economy. Today, the
opportunity to purchase, maintain and refinance a home has not reached significant portions of low-to-
moderate income families and people of color. As a result, these families lag far behind wealthier and
white communities that received a head start due to historical lending discrimination supported by our
federal government’s mortgage policies. Today's hearing is a good step towards acknowledging this
history and presents the potential to create opportunities to address it, so that our nation can drive
shared prosperity for all Americans.

My testimony today draws extensively from remarks delivered by CRL's President Michael Calhoun to
the United States Senate Committee on Banking, Housing, and Urban Affairs on March 27, 2019.1

i The Federal Housing Finance System Must Address Its Role in Fostering Racial
Discrimination in the Mortgage Market and The Resulting Racial Wealth Gap

Prior to the Great Depression in 1929, the federal government promoted homeownership opportunity
for white Americans only. During the Wilson Administration, in an appeal to white citizens Secretary of
Commerce, Herbert Hoover, authorized pamphlets that instructed families on how to become
homeowners, and in community forums promaoting ways to avoid “racial strife” as one of the key
benefits.? This became the foundation for federal housing policies created in the twentieth century in
response to the Great Depression that explicitly discriminated against African-American, Latino, and
other families of color by denying them access to federally-insured mortgage programs because of their
race. These policies are a significant factor in why white families today have higher rates of
homeownership and greater family wealth than families of color. These federal programs helped white

! Chairman’s Housing Reform Qutline, Part 2, United States Senate Committee on Banking, Housing, and Urban
Affairs, 116th Cong. (March 27, 2019) (Testimony of Mike Calhoun), available at

hitps://www banking.senate gov/imo/media/doc/Cathoun%20Testimony%203-27-19.pdf.

2 Richard Rothstein, The Color of Law: A Forgotten History of How Our Government Segregated America, Livingston
Publishing Corporation {2017), pp. 60-61.
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families, mostly former immigrant families with European backgrounds, enter homeownership and build
financial security, which helped to expand the American middle class. Policies and practices underlying
these programs, such as denial of credit for borrowers buying in predominantly African-American and
Latino neighborhoods and a refusal to allow African-Americans and Latinos to buy homes in white
neighborhoods, granted whites the ability to build wealth through homeownership while denying equal
opportunities for families of color to build similar home equity over the same period. As a result, whites
amassed an economic advantage in the form of home equity over families of color that has been passed
on to future generations through intergenerational wealth transfers. Today, disparities in
homeownership are a key contributor to the ongoing racial wealth gap and home equity still plays a
central role in shaping family wealth for the middle class.

These discriminatory policies were enshrined in the housing finance system starting in 1933 with the
underwriting guidelines of the Home Owners Loan Corporation (HOLC) that allowed redlining of African-
American and other communities of color, denying them access to mainstream banking services.® In
FHA’s 1936 Underwriting Manual, a multitude of provisions indicated that “inharmonious” racial groups
should not live in the same communities.* The manual also recommended that “natural and artificially-
established barriers will prove effective in protecting a neighborhood and the locations within it from
adverse influences,”® In other words, barriers such as highways were deemed a beneficial way to
separate African-American and other families of co and white neighborhoods.

According to a report by Demos, if homeownership rates were the same for whites and people of color,
we would see a decrease in the racial wealth gap by 31 percent for African-Americans and 28 percent
for Latinos.5 Instead, homeownership rates for African-Americans today are at the same level as in 1968
when the Fair Housing Act first passed. The current federal housing finance system was created with
discriminatory federal housing policies as the foundation. Now it must offer an equitable solution
forward.

3 For a more robust discussion of how federal housing policies benefitted whites while disadvantaging African
Americans and other people of color, see Ta-Nehisi Coates, The Case for Reparations, The Atlantic, June 2014,
available at http://www theatlantic.com/features/archive/2014/05/the-case-for-reparations/361631/; Bob
Herbert, Against All Odds: The Fight for the Black Middle Class, Bob Herbert and Public Square Media, Inc (2016),
available at http://www.pbs.org/wnet/chasing-the-dream/films/against-all-odds/; James Carr and Nandinee Kutty,
Segregation: The Rise Costs for America, Routledge (2008); ira Katznelson, When Affirmative Action Was White: An
Untold History of Racial Inequality in Twentieth-Century America, W. W. Norton & Company {2005); Thomas M.
Shapiro, The Hidden Cost of Being African American: How Wealth Perpetuates Inequality, Oxford University Press
{2004); Melvin L. Oliver and Thomas M. Shapiro, Black Wealth/White Wealth: A New Perspective on Racial
inequality, Routledge (1997); Richard Rothstein: The Color of Law: A Forgotten History of How Our Government
Segregated America, Liveright Publishing Corporation (2017).

4 Federal Housing Administration, Underwriting Manual {1936), Excerpts, available at https://epress.trincoll.edu/
ontheline2015/wp-content/uploads/sites/16/2015/03/1936FHA-Underwriting.pdf.

Sid.

5 Tanvi Misra, Why America’s Racial Wealth Gap is Really a Homeownership Gap, Demos, March 12, 2015, available
at hitp://www.demos.org/news/why-americas-racial-wealth-gap-really-homeownership-gap.
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. State of Homeownership for Communities of Color

A. The Great Recession Eroded Homeownership Gains and Exacerbated the Racial Wealth
Gap

Leading up to the Great Recession, families of color were unfairly targeted with dangerous and toxic
mortgages that led to a decline of $1 trillion in wealth for the families who lived near a home loan
foreclosure, even if they did not actually experience a foreclosure themselves.” The Great Recession also
wiped out thirty years of homeownership gains for African-American and Latino families (Figure 1). it
exacerbated the already farge racial homeownership gap, with black homeownership rates falling to
levels that predate the passage of the Fair Housing Act more than 50 years ago.? The current
homeownership rate for black families is only 41.1% and 47.4% for Latino families, as compared to
73.2% for white families.?

Figure 1: Historical homeownership rates by race

Source: CRL éaléulétions from Current Populétion Survéy. 1976—1953 values from Census Hisfdrical Househoid Sﬁrvéys, Table
HH-5. 1994-2018 values from Current Population Survey Quarterly Tables, Table H-16

The Great Recession also aggravated inequality in wealth distributions. According to the Pew Research
Center, in 2012 whites had 13 times the wealth of African-Americans and ten times the weaith of

7 Debbie Gruenstein Bocian, et al., Collateral Damage: The Spillover Costs of Foreclosures {2012}, available at
https://www.responsiblelending.org/sites/default/files/nodes/files/research-publication/coliateral-damage.pdf.

8 Laurie Goodman, Alanna McCargo, and Jun Zhu, A Closer Look at the Fifteen-Year Drop in Black Homeownership,
Urban Institute (Feb. 13, 2018) available at hitps://www.urban.org/urban-wire/closer-look-fifteen-year-dropblack-
homeownership.

2 U.5. Census Bureau, Quarterly Residential Vacancies and Homeownership, First Quarter 2019 (April 2019),
available at hitps://www.census.gov/housing/hvs/files/currenthvspress.pdf.
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nonwhite Hispanics.*® If current trends continue, it could take as long as 228 years for the average Black
family to reach the level of wealth white families own today.* For the average Latino family, matching
the wealth of white families could take 84 years.®?

Evidence shows that a large number of borrowers of color were targeted and steered into toxic
mortgages even when they qualified for safer and more responsible loans with cheaper costs.?® Rather
than remediate the damage done by subprime lending and its disproportionate impact on borrowers of
color, lenders’ overcorrections in the market have instead closed off lending options for these
communities. Since the financial crisis, many lenders and the Government Sponsored Enterprise’s (GSEs)
have limited lending and increased prices for borrowers with lower credit scores and/or lower down
payments. Borrowers of color, low and moderate-income families, and first-time homebuyers tend to
have hoth lower FICO scores and fewer resources to put towards a down payment due, in part, to
historical and ongoing discrimination.

This action is short-sighted and present real safety and soundness concerns for the overall economy
since people of color will account for most new household formation going forward. Harvard’s Joint
Center for Housing Studies found that non-whites, especially Latinos, accounted for 60 percent of
household growth from 1995-2015 and predicted that half of millennial households by 2035 would be
non-white.* Serving these borrowers will be a significant factor in a well-functioning mortgage market
as current homeowners seek to sell their homes.

B. Conventional Credit Remains Tight 10 Years After the Financial Crisis, Preventing
Homeownership Opportunity for Working Families, Particularly Families of Color

The conventional market has tightened credit standards and shut out over 6 million creditworthy
borrowers since 2009.% People of color and low- to moderate-income families continue to face
challenges in accessing credit. Discrepancies for African-Americans and Latinos persist even as the
mortgage market overall has nearly returned to pre-crisis lending volumes. Market indicators highlight
how tight lending standards have become, especially for conventional mortgages. In 2016, only 3.1% of
conventional loans were made to African-American borrowers, and only 5.8% were made to Hispanic

10 Rakesh Kochhar and Richard Fry, Wealth inequality has widened along racial, ethnic fines since end of Great
Recession, Pew Research Center {2014), available at http://www.pewresearch.org/fact-

tank/2014/12/12 /racialwealth-gaps-great-recession/.

1 Dedrick Asante-Muhammad, et al,, The Road To Zero Wealth: How The Racial Wealth Divide Is Hallowing Out
America's Middle Class (2017), at 15, available at https://prosperitynow.org/files/PDFs/road to_zero wealth.pdf.
Rid.

13 Rick Brooks and Ruth Simon Subprime Debacle Traps Even Very Credit-Worthy, Wall Street Journal, December
2007, available at https://www.wsi.com/articles/SB119662974358911035.

14 joint Center for Housing Studies of Harvard University, State of the Nation’s Housing 2017 (June 2017), available
at hitp://www.ichs harvard.edu/sites/default/files/harvard jchs state of the nations housing 2017.pdf.

15 Laurie Goodman, Jun Zhu, and Bing Bai, Overly Tight Credit Killed 1.1 Million Mortgages in 2015, Urban Institute
{Nov. 21, 2016), available at https://www urban.org/urban-wire/overly-tight-credit-killed-11-miilion-
mortgages2015 (stating that ienders would have issued 6.3 million additional mortgages between 2009 and 2015 if
lending standards had been more reasonable).




53

white borrowers.*® By contrast, non-Hispanic white borrowers received 70.2% of the conventional
loans.” These trends persist despite banks reporting record profits.*®

The average credit score for all new loan originations has fallen from its high of 750 in 2013 to stand at
732 in December of 2016. However, the average score remained about 33 points above the average
score a decade before.’® At the same time, market-level credit availability indices continue to show that
lenders have a very low tolerance for taking reasonable risk for new loans.? Recent vintages of new
mortgages (loans originated from 2011-2015) have had near zero rates of default.

These tight credit standards are preventing homeownership opportunity for credit worthy borrowers of
color and low- to moderate-income borrowers. Recent data released by Fannie Mae show that loans to
low-income borrowers originated from 2010-2015 had a default rate of just 0.3 percent, approximately
equal to that of loans to high-income borrowers originated from 2002-2004.2 There is ample
opportunity in the mortgage market to expand lending to borrowers while still offering responsible
loans that borrowers can successfully repay.

i Barriers to Homeownership for Families of Color
A. Discrimination

Seven days after the assassination of Dr. Martin Luther King, Jr., with much civil unrest across America,
President Lyndon B. Johnson signed the federal Fair Housing Act on April 11, 1968.%* At the legislation’s
signing, President Johnson stated that he was “delivering on the promise of a century” following
President Abraham Lincoln’s Emancipation Proclamation in 1863 that changed the legal status of
enslaved Africans working against their will without compensation in the South to free.?* Shortly after
the Civil War ended, Congress passed the Civil Rights Act of 1866 that defined citizenship to include the

18 Center for Responsible Lending, New HMDA Data Show Despite Growing Market, African-Americans and Latinos
Remain Underserved {2017}, available at https://www responsiblelending org/research-publication/new-hmda-
data-show-despite-growing-market-african-americans-and-latinos-remain.

7d.

18 EDIC-insured institutions reported aggregate net income of $59.1 billion in the fourth quarter of 2018, up $33.8
billion (133.4 percent) from a year earlier. https://www fdic.gov/bank/analvtical/guarterly/2019-vol13-1/fdic-
v13n1-4g2018.pdf.

1?1 aurie Goodman et.al., Housing Finance at a Glance: A Monthly Chartbook {March 2017), available at
hitps://www.urban.org/research/publication/housing-finance-glance-monthly-chartbook-march-2017.

2 id.; Mortgage Bankers Association, Mortgage Credit Availability Index (2017), available at
https://www.mba.org/newsresearch-and-resources/research-and-economics/single-
famityresearch/mortgagecredit-availability-index.

21 | aurie Goodman, Squeaky Clean Loans Lead to Near-Zero Borrower Defaults — And That is Not a Good Thing,
Urban Institute (Aug. 31, 2016), available at https://www .urban.org/urban-wire/squeaky-clean-loans-lead-
nearzero-borrower-defaults-and-not-good-thing.

2 Fannie Mae 2016 Annual Housing Activities Report and Annual Mortgage Report, Chart at 19, available at
https://www.fhfa.gov/PolicyProgramsResearch/Programs/AffordableHousing/Documents/Fan M _Goals/2017/Fan
nie-Mae-2016-AHAR-AMR-FINAL.pdf.

23 pub. L. 90284, title Vili, § 801, Apr. 11, 1968, 82 Stat. 81.

2 Emancipation Proclamation, January 1, 1863; Presidential Proclamations, 1791-1991; Record Group 11; General
Records of the United States Government; National Archives.
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formerly enslaved Africans and granted them equal protection under law as citizens on the heels of the
adoption of the Fourteenth Amendment to the United States Constitution.?® Remarkably, this legislation
was also the first federal legislation that guaranteed fair housing to all citizens and states that “[a]ny
citizen has the same right that a white citizen has to make and enforce contracts, sue and be sued, give
evidence in court, and inherit, purchase, lease, sell, hold, and convey real and personal property.”®
However, the 1866 law was fimited in application as it only provided a private right of action to enforce.
Thus, for 102 years until passage of the federal Fair Housing Act of 1968, discrimination in lending
persisted helping to create America’s racially segregated communities.

This lack of enforcement allowed the federal government to foster mortgage lending discrimination that
is explained above in Section |. It did not curtail private discrimination in the mortgage lending
ecosystem, including by private actors. As a result, residential segregation continues to exist with white
Americans as winners in all facets of American life, including better life outcomes in wealth
accumulation, housing, education, employment, and health. For example, see Figure below detailing
the Homeowners Loan Corporation map of the Atlanta region.?’

25 pyh. L. 102-166, titie |, § 101 (Nov. 21, 1991), 105 Stat. 1071.

* 1d.

27 Robert K. Nelson, LaDale Winling, Richard Marciano, Nathan Connolly, et al., “Mapping Inequality,” American
Panorama, ed. Robert K. Nelson and Edward L. Ayers, accessed May 7, 2019,
https://dsl.richmond.edu/panorama/redlining/#loc=12/33.7773/-84.38608&apacity=0.8&city=atlanta-
ga&text=about.
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Figure 2. Home Owners’ Loan Corporation map of the Atlanta Region, 1938

Grading in Terms of Area
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Source: g in New Deal America

1. Racially Restrictive Zoning

As Jim Crow laws became a countervailing force to the inclusion offered by the Reconstruction
Amendments and progress from fusion movements throughout the South and opportunity in the West,
starting in 1880 laws emerged that expelled African-Americans from white communities.?® For example,
African-American settlers lived in every county in Montana by 1890.%° However, by 1930, eleven of the
state’s fifty-six counties had been entirely cleared of African-American citizens.*® This activity developed
all across the United States, and in places where African-Americans populations were too large to be
dispossessed, local zoning rules served as the instrument to facilitate segregation by race. Baltimore led
the nation in enacting such ordinances, followed by Atlanta, Birmingham, Miami, Charleston, Dallas,
Louisville, New Orleans, Oklahoma City, Richmond, St. Louis.?* Raciaily restrictive zoning was eventually
outlawed by the United States Supreme Court decision in Buchanan v. Warley in 191732

However, the Harding Administration’s Secretary of Commerce, Hebert Hoover, established an Advisory
Committee on Zoning that promoted racially homogeneous neighborhoods through a model zoning law

% Richard Rothstein, The Color of Law: A Forgotten History of How Our Government Segregated America, at 39-43,
Liveright Publishing Corporation {2107).

® .

04d.

31 Rothstein, at 43-46.

32245 U.5.60(1917).
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to municipalities across the nation.? An administration official is on the record making the following
statement, ” in any housing developments which are to succeed,...racial division... have to be taken into
account...” This action aided the persistence of racial segregation in communities, including in places
fike Oklahoma in 1970 where a federal appeals court concluded that “[i}f proof of a civil rights violation
depends on an open statement by an official of intent to discriminate, the Fourteenth Amendment
offers little solace to those seeking its protection.”

Many of the today’s single-family zoning requirements are rooted in racially restrictive zoning
requirements that marry economic bias with racial bigotry and continue to bolster this discrimination.
These requirements relegated families of color to industry areas in local jurisdictions, including those
that contained liquor stores, bars, nightclubs, and prostitution.3® Consequently, families of color are
overwhelmingly concentrated near environmental hazardous materials including toxic waste despite
calls from communities for protection. A 1991 report by the Environmental Protection Agency found
that African-American communities have an inordinate amount of toxic waste facilities, and an
executive order was issued to stop the practice without providing any rectifying actions.¥” In March
2018, EPA scientist again issued a report in the Journal of Public Health that showed that people of color
are likely to live near polluters and more likely to breathe dangerous air polfution like soot.®

2. National Association of Real Estate Board’s 1924 Code of Ethics Prohibition
on Integration

In 1924, the National Association of Real Estate Boards Code of Ethics prohibited integration in Article 34
of Part il of the code of ethics.>® This guiding document for all real estate professionals in the nation
stated, “{a] [rlealtor should never be instrumental in introducing into a neighborhood a character of
property or occupancy, members of any race or nationality, or any individuals whose presence will
clearly be detrimental to property values in that neighborhood.”* While the Fair Housing Act of 1968
reaffirmed the Civil Rights Act of 1866’s prohibition on discrimination in the purchase and selling of
homes, the National Association of Realtors has yet to publicly account for its role in creating residential
segregation.

3. Racially Restrictive Covenants
Starting in the early nineteenth century, deeds prohibited the resale of property to African-Americans,

other families of color, and certain European immigrants such as Irish and Jewish families.** Initially,
they were limited in enforcement because the contracts were between the seller and buyer, making it

23 Rothstein, at 51.

3 id.

35 1d. at 53.

¥ 1d. at 50.

*7id. at 56.

3% thab Mikati, Adam F. Benson, Thomas J. Luben, Jason D. Sacks, Jennifer Richmond-Bryant, “Disparities in
Distribution of Particulate Matter Emission Sources by Race and Poverty Status”, American Journal of Public Health
108, no. 4 (April 1, 2018): pp. 480-485.

29 National Association of Realtors, National Association Real Estate Boards Code of Ethics, June 1924, Part lil,
Article 34, available at https://www nar.realtor/about-nar/history/1924-code-of-ethics.

0 1d.

4 Rothstein, at 77-83.
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difficult for a neighbor to have legal standing to sue and evict African-American homebuyers.”” However,
over time these racial covenants evolved into broad contracts comprised of all the residents of a
neighborhood.” Moreover, developers created community associations that required membership to
purchase a hame in a subdivisions and the associations’ bylaws included a “whites-only” clause.*
Further, local, state, and federal courts enforced racially restrictive covenants as private agreements,
not as state action.*s Other sectors of the federal government also enabled private actors in facilitation
of racially restrictive covenants. The Hoover Administration recommended that all new neighborhoods
include “appropriate restrictions” to benefit the developer by making homes more desirable to potential
homebuvyers and owners by protecting the property from “the deteriorating influence of undesirable
neighbors.”%®

Racially restrictive covenants were not legally outlawed until the landmark United States Supreme Court
decision in Shelley v. Kraemer"?, which held that the state action doctrine includes the enforcement of
private contracts and that the Fourteenth Amendment’s Equal Protection Clause prohibits racially
restrictive covenants, and as such the covenants are unenforceable in court. However, their impact
continues to be felt in segregated communities throughout the nation, including places like Ferguson,
MO, and Baltimore, MD that experienced divestment, leading to a concentration of poverty and many
other harms, including recent police-related killings of young African-American men.

4, Insurance Companies

Private insurance companies also furthered racial segregation despite being heavily regulated by state
policy makers. In communities in the state of New York when an insurer sought to develop multifamily
housing, the state’s legislature amended the state’s insurance code to permit projects that were “white-
only”.* In another instance, whole communities that had high African-American and Latino residents
were cleared to make way for development that was abated with public dollars despite statements by
the company leading the project that “Negroes and whites don’t mix. If we brought them into this
development...it would depress all of the surrounding property.”*

5. Land Instaliment Contracts

Land installment contracts are predatory transactions that are designed to fail. These contracts exploit
low-income would-be homeowners, especially in communities of color. The transaction also enables the
seller to avoid responsibility for property upkeep while churning successive would-be homeowners
through a property that the seller would not legally be able to rent to a tenant.® The buyer makes
payments directly to the seller over a period of time, usually 30 years, and the seller promises to convey
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50 See Jeremiah Battle, Jr., Sarah Mancini, Margot Saunders, and Odette Williamson, Toxic Transactions: How Land
Instaliment Contracts Once Again Threaten Communities of Color (July 2016), available at
hitps://www.ncle.orefissues/toxic-transactions-threaten-communities-of-color. html#tkey.
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legal title to the home once the full purchase price is paid. if a borrower defaults at any time by missing
a single payment, the selter can cancel the contract, evict the buyer immediately, and the seller can keep
all payments. Land installment contracts are structurally unfair and deceptive, as they shift all of the
burdens and obligations of homeownership to the buyer, yet do not provide any of the rights and
protections of homeownership.

Between 1930 and the late 1960s, as African Americans were systemically excluded by the conventional
market, these predatory transactions flourished. Residents of credit-starved communities of color, often
in poor rural areas, were targeted for land contracts with high prices and harsh terms. Blacks in
Northern cities also faced these harms in their pursuit of homeownership. For instance, in Chicago,
filinois, 85 percent of black homebuyers purchased their homes “on contract” from white sellers in the
mid-20" century.> Estimates show that these black homebuyers had more than $500 million legal
extorted from them from 1940-1970.52 in more recent years, large investment firms with private equity
backing, some of whom profited from the subprime lending that fueled the 2008 foreclosure crisis, are
using these toxic transactions to profit off of a backlog of foreclosed homes. in 2015, Detroit had more
land instaliment contracts than mortgage transactions.*?

The buyers in these transactions are almost exclusively people of color: African American or Latino
homebuyers.** Furthermore, marketing schemes appear to target African American and Spanish-
speaking consumers. Companies advertise through signs in front of houses located in neighborhoods

of color and rely on word-of-mouth referrals. It is clear that the same communities that were targeted
by subprime lenders and drained of wealth in the foreclosure crisis are now being victimized again
through land installment contract sales. Legislative or regulatory action is necessary to put an end to this
predatory practice.

6. Denial of Loans by Private Banks with Federally insured Deposits

Prior to passage of the federal Fair Housing Act, private banks engaged in mortgage lending
discrimination while federal government deposit insurance programs guaranteed their deposits. This
underwriting required extensive oversight of the private banks’ lending policies and practices by federal
financial regulators such as the Federal Reserve Bank {Fed), Office of the Comptroller of the Currency
(OCC), and the Federal Deposit insurance Corporation {FDIC), Office of Thrift Supervision, and various
state banking agencies. These prudential regulators have all regularly reviewed financial records,
including loan applications and denials to ensure the banks safety and soundness requirements are met.
Moreover, in review the regulators condoned mortgage lending discrimination to families of color

51 Megan Wright, Instaliment Housing Contracts: Presumptively Unconscionable, 18 Berkeley J. Afr.-Am. L. & Pol'y
(2016), p. 5.

52 Rebecca Burns, The Infamous Practice of Contract Selling is Back in Chicago, Reader News and Politics, March
2017, available at https://www.chicagoreader.com/chicago/contract-selling-redlining-housing-
discrimination/Content?0id=25705647.

53 joel Kurth, “Land Contracts Trip Up Would-be Homeowners,” The Detrojt News, Feb. 29, 2016, available at
http://www detroitnews.com/story/news/local/detroit-city/2016/02/25/land-contracts-detroit-tax-foreclosure-
joel-kurth/81081186/.

54 0d. at 4.
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despite being viewed by the United States Supreme Court viewing their federal charters as “[n]ational
banks are instrumentalities of the federal government, created for a public purpose.”®

Today, data from the Home Mortgage Disclosure Act continues to demonstrate extremely low levels of
conventional mortgage loans to African-American and Latino families as outlined in Section If above.
Further, the Center for Investigative Reporting Reveal report analyzed 31 million mortgage records and
found that in 61 U.S. metro areas African-Americans and Latinos are more likely to be turned down for a
loan than whites in conventional mortgage applications.**Washington, DC is the one metro area where
all families are color ~ Native Americans, African-Americans, Latinos, and Asian Americans — are more
likely to be denied loans than comparable white applicants.>” Further, the Urban Institute reports as
noted above that more than 6 million additional conventional mortgage loans could have been made
since 2009, and Corelogic estimates that 250,000 of those loans annually would have gone to borrowers
of color.5®

Today, the Department of Justice, Consumer Financial Protection Bureau, and Department of Housing
and Urban Development continue to sue private banks for mortgage lending discrimination. The most
recent case, KleinBank, was brought by the Trump Administration’s Department of Justice.® The parties
reached a settlement on claims that KleinBank failed to make loans available in communities of color in
Minnesota from 2010-2015 based on race or national origin, and the bank agreed to invest resources in
a loan subsidy fund and outreach in the impacted communities.®®

7. Terrorism in Housing

As stated above, Jim Crow laws were designed to curtail the progress towards citizenship, including
homeownership, that African-Americans started to achieve in the late 19% century. These laws were
supported by state-sanctioned violence that many African-Americans endured as the result of the
federal government withdrawing troops from the former Confederate states and lack of physical
protection during the expansion of African-American citizens into the Northeast, Mid-West, and
Western United States. African-Americans and other families of color were on the receiving end of
outright terrorism by whites that wanted to return them to second ciass citizenship status. The
emergence of the Ku Klux Klan in the late 1860s, early and mid 1920s, and again in the 1950s in
response to the civil rights movement is evidence of this terrorism. During this time, African-Americans

55 Rothstein, at 108.

56 Emmanuel Martinez and Aaron Glantz, How Reveal Identified Lending Disparities in Federal Mortgage Data,
Center for Investigative Report, February 2018, available at hitps://s3-us-west-
2.amazonaws.com/revealnews.org/uploads/lending disparities_whitepaper 180214 pdf.

571d.

58 | aurie Goodman, Jun Zhu, and Bing Bai, Overly Tight Credit Killed 1.1 Million Mortgages in 2015, Urban Institute
(Nov. 21, 2016), available at https://www.urban.org/urban-wire/overly-tight-credit-killed-11-million-
mortgages2015 (stating that lenders would have issued 6.3 miilion additional mortgages between 2009 and 2015 if
lending standards had been more reasonable); National Association of Real Estate Brokers, Much Left to Do For
Homeownership, available at http://www.nareb.com/50-years-of-struggle-realizing-democracyinhousing-2/.

% hitps://www.justice.gov/opa/press-release/file/926566/download; Ben Lane, Minnesota's KleinBank reaches
settlement with DOJ over redlining allegations, Housing Wire, May 2018, aqvailable at
https://www.housingwire.com/articles/43317-minnesotas-kieinbank-reaches-settlement-with-doj-over-rediining-
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faced unlawful property confiscation and destruction. Qutright massacres occurred in places like Tulsa,
Oklahoma; Wilmington, North Carolina; Rosewood, Florida.5!

Moreover, as the result of relegating African-Americans and other people of color to certain areas to live
in cities and towns, those places were often neglected by authorities causing depressed property values.
In an effort to survive, many families abandoned property and homes during the Great Migration in
pursuit of physical safety. Those who escaped Southern violence ended up meeting it in Northern,
Midwestern, and Westerns cities such as Cicero, Hlinois; Springfield, llinois; Richmond, CA, Levittown,
NY, and Detroit, Michigan.® To date, no report has ever been produced quantifying the economic harms
that families of color faced as a result of these actions. The United States Government Accountability
Office (GAQ) should produce a report calculating the economic harms.

An outcome of this violence is the emergence of predatory lending targeted at communities of color, as
families of color were forced to utilize desperate tactics to purchase homes all across the nation and
those families that already owned homes refinanced with sketchy lenders who targeted them in an
effort to meet their financial needs.

B. Predatory Mortgage Lending

Divestment from the federal government and private actors in communities of color created a two-
tiered financial services system where cheaper, safer, and mainstream credit is available to wealthier
borrowers who are mostly white. Low-to-moderate income neighborhoods and communities of color
are left to fringe financial services providers that often seek to extract hard-earned savings and thwart
wealth building opportunities. Starting in the late 1990s predatory mortgage lending reemerged as a
forceful threat to many of the homeownership gains by African-Americans and Latinos created since the
passage of the federal Fair Housing Act (FHA),® Equal Credit Opportunity Act (ECOA},* Home Mortgage
Disclosure Act (HMDA),% and Community Reinvestment Act {CRA).% These abusive loans were able to
steadily grow due to significant deregulation changes in banking law starting with the Depository
Institution and Deregulatory and Monetary Control Act of 1980 (DIDMCA)¥ and the Alternative
Mortgage Transactions Parity Act of 1982 (AMPTA).% Two waves of predatory mortgage lending
emerged: 1) equity stripping and 2) exploding adjustable rate mortgages, that uftimately led the nation
to the brink of disaster as the result of risky lending that produced unnecessary foreclosures.

61 Sea Sam Howe Verhovek, 75 Years Later, Tulsa Confronts Its Race Riot, New York Times {May 31, 1996}, available
at https://www.nytimes.com/1996/05/31/us/75-years-later-tulsa-confronts-its-race-
riot.htmi?mtrref=undefined&gwh=678CC61CA332F3F246F26BEDAA1I9D70&gwt=pay; Adrienne LaFrance and
Vann R. NewKirk I, The Lost History of an American Coup D’Etat, Republicans and Democrats in North Carolina are
locked in & battle over which party inherits the shame of Jim Crow, The Atlantic, August 2017, available at
https://www.theatlantic.com/politics/archive/2017/08/wilmington-massacre/536457/; Jessica Glenza, Rosewood
massacre a harrowing tale of racism and the road toward reparations, The Guardian, available at
https://www.theguardian.com/us-news/2016/jan/03/rosewood-florida-massacre-racial-violence-reparations.

62 Rothstein, at 139-152.
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1. Equity stripping

The reincarnation of predatory mortgage lending initially emerged as mortgage broker driven equity
stripping loans. During this time, banks increasingly started to rely on third-party originators to lower
their fixed costs and expand operations into new markets without hiring new loan officers, acquiring
office space, or investing in consumer marketing. These practices often targeted older-American
homeowners who were “house rich, but cash poor” and became known as reverse redlining because
they sprouted up in communities where there was limited activity by regulated depository institutions,
which left vacuums for non-depository institutions who were barely regulated to thrive. During this
time, African-American and Latino communities were bombarded with advertisements for “access to
credit,” and often the brokers found the borrowers as opposed to borrowers shopping for loans by using
court house data on housing values as research for lender marketing campaigns. Lenders made these
loans without regard to the suitability for borrowers and included provisions such as single premium
mortgage insurance premiums, prepayment penalties, yield spread premiums and other fee extraction
mechanisms that often siphoned out significant portions of borrowers” home equity at closing.
Moreover, the loan documents made contesting the harms a challenge as they included mandatory
arbitration provisions and assignee liability clauses. These practices initially sprouted up in communities
such as Atlanta, Georgia; Cleveland, Ohio; and Detroit, Michigan and were detailed extensively in the
Atlanta region by the award-winning investigative reporting of the Atlanta Journal Constitution.%

Figure 3. The Color of Money, Home Mortgage Lending Practices Discrimination Against Blacks

Sotirce: 1980 US Bureau of the Cenisus figures and Federal Financial Institutions Examination Council figures for 198186,
compiled by the Atlanta Journal and the Atlanta Constitution

Groundbreaking research by the Center for Responsible showed that predatory lending including
mortgage loans costs consumers $9.1 billion dollars annually in 2001.7° This research was followed with
research on mortgage lending that showed that African-American and Latino families disproportionately
received subprime loans at a greater rate than whites and that borrower characteristics did not explain

69
70 Eric Stein, Quantifying the Economic Cost of Predatory Lending, Coalition for Responsible Lending (July 25, 2011),

available at hitps://www.responsiblelending.org/sites/default/files/nodes/files/research-publication/the-
economic-cost-of-predatory-lending-2001.PDF. .
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the differences in lending.”™ Many of these borrowers qualified for credit on better terms but were
steered into subprime loans because brokers received extra compensation for placing them in loans
with higher costs.”

North Carolina ied the nation in responding with a strong law to rein in predatory mortgage lending, and
many other states passed legislation designed to curb the wealth stripping.” Borrowers, state
regulators, consumer advocates, and civil rights organizations repeatedly raised concerns about abuses
in the subprime market and pointed to evidence demonstrating the destructive consequences of such
practices. As early as 2000, groups were not only urging Congress to support new measures to prevent
predatory practices but were calling on the Federal Reserve to act under its existing regulatory authority
to “prohibit unfair or deceptive mortgage lending practices and to address abusive refinance practices.”
However, it was not until July 2008 that the Federal Reserve implemented any rules to ban some
abusive, unfair, or deceptive practices; this was some fourteen years after Congress had given the
Federal Reserve the authority to do so, and almost two years since the start of the foreclosure crisis.

These developments occurred when African-Americans and Latinos experienced record gains in
homeownership opportunity. By 2004, the homeownership rate for African-American and Latino
families was close to fifty percent.” Without adequate protections, families of color faced continued
market abuses that decreased their homeownership rates, and ultimately became widespread and
ended up leading the entire national economy off a cliff.

2. Exploding Adjustable Rate Mortgages

The second wave of predatory mortgage lending, exploding adjustable rate mortgages, grew out of
increased profitability in mortgage loans backed by Wall Street Investments. Broker driven lending
continued to define the mortgage market and by 2005, at the height of the housing boom, half of all
mortgage originations and 71% of subprime originations were brokered.” These loans were predicated
on the ability of serial refinances as Wall Street financial companies began issuing their own mortgage-
backed securities (called private label securities) and selling these directly to investors. Unlike Fannie
Mae and Freddie Mac, private companies did not have to limit their loan purchases to those meeting the
standards set by the GSE regulators. As a result, the growth in the private-label securities market was
heavily driven by subprime loans, which the GSEs were not allowed to purchase directly. Between 1995
and 2005, the volume of private-label securities backed by subprime loans increased from $18 billion to

7 Debbie Gruenstein Bocian, Keith S. Ernst, and Wei Li Center, Unfair Lending: The Effect of Race and Ethnicity on
the Price of Subprime Mortgages, Center for Responsible Lending, available at

hitps://www.responsiblelending org/mortgage-lending/research-analysis/rr011-Unfair lending-0506 pdf.

72 gothstein, at 111,

73 Center for Responsible Lending, SB 1149 North Carolina’s Predatory Mortgage Lending Law, available at
hitps://www responsiblelending.org/research-publication/north-carolina-s-predatory-mortgage-lending-law-main-
page.

74 Richard Fry and Anna Brown, in a Recovering Market, Homeownership Rates Are Down Sharply for Blacks, Young
Adults, Pew Research Center, December 2016, available at https://www. pewsocialtrends.org/2016/12/15/in-a-
recovering-market-homeownership-rates-are-down-sharply-for-blacks-young-aduits/.

78 Center for Responsible Lending, The State of Lending: Mortgages (Dec. 12, 2012), available at
https://www.responsiblelending.org/sites/default/files/uploads/3-mortgages.pdf; Mortgage Bankers Association
{2006), Residential mortgage originations (Table 1, MBA Research Data Notes).
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$465 billion. Meanwhile, the private-label market for “Alt—A” loans, virtually nonexistent in 1995,
reached $334 billion by 2005.7

This lending was fueled by an explosion of products pushed by mortgage brokers and lenders that
artificially lowered the initial monthly payments on mortgages. It started with interest-only loans, and
then expanded into teaser payments and negative amortization loans, with the borrower being
evaluated only on the ability to make the initial starting payment, and often without documentation to
even establish that. These loans greatly lowered initial mortgage payments, but this structure only
worked when mortgages could be refinanced before full amortizing payments came due. The ability to
refinance depended on continued, unsustainable home appreciation. Eventually, home price growth
slowed, and the delinquencies and foreclosures started to pile up. Home prices then plunged
dramatically, pulling the entire economy into a deep recession.

Researchers at the Center for Responsible Lending issued a report that analyzed more than six million
subprime mortgages made from 1998 through the third quarter of 2006 and predicted that 2.2 million
subprime household would lose their homes or already lost their homes costing $164 billion in home
equity.”” Further, African-Americans and Latino families would bear the brunt of those foreclosures.”

Once again, Congress and the prudential regulators failed to act. By the time they did, the entire
national economy was in the Great Recession. More than 8 million homes ended up being foreclosed,”
8.7 million jobs lost,® and over 500 community banks shuttered.®! Even those not directly hit were
harmed: an estimated 95 million households lost home equity because of neighbors’ foreclosures.®? The
Financial Crisis inquiry Commission determined that the housing crisis that led to the Great Recession
was totally avoidable and primarily the result of lax regulation and excessive risk taking by Wall Street
Firms.®

76 CRL calculations of FDIC data on agency and non-agency MBS issuance.

7 Ellen Schloemer, Wei Li, Keith Ernst, and Kathleen Keest, Losing Ground: Foreclosures in the Subprime Market
and Their Cost to Homeowners, Center for Responsible Lending {Dec. 2006}, available at

https:/fwww responsiblelending.org/mortgage-lending/research-analysis/foreclosure-paper-report-2-17.pdf.
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* Michael Calhoun, Lessons from the Financiai Crisis: The Central Importance of a Sustainable, Affordable and
inclusive Housing Market, Brookings Institution {(Sept. 5, 2018}, available at

hitps://www brookings.edu/research/lessons-from-the-finangial-crisis-the-central-importance-of-a-sustainable-
affordable-and-inclusive-housing-market/#footref-3.

8 Center on Budget and Policy Priorities, Chart Book: The Legacy of the Great Recession (July 10, 2018}, available
at https://www.chpp.org/research/economy/chart-book-the-legacy-of-the-great-recession.

8 Michelle Park Lazette, The Crisis, the Fallout, the Change: The Great Recession in Retrospect, Federal Reserve
Bank of Cleveland {Dec, 8, 2017), available at hitps://www.clevelandfed.org/newsroom-and-events/multimedia-
storytelling/recession-retrospective,aspx.

82 Center for Responsible Lending, Collateral Damage, The Spillover Costs of Foreclosure {October 2012), available
at http:/fwww. responsiblelending org/mortgage-lending/research-analysis/coliateral-damage pdf.

82 The Financial Crisis Inquiry Commission, Final Report of the National Commission on the Causes of the Financial and
Economic Crisis in the United States, at 27 (January 2011), available at
https://www.gpo.gov/fdsys/pkg/GPOFCIC/pdf/GPO-FCIC. pdf.
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C. Mortgage Pricing Determines Who Can Get a Mortgage and Pricing Fairness should be
improved, Not Exacerbated

Following the mortgage crisis of 2008 and the trauma of bank bailouts and GSE conservatorship, FHFA
and the GSEs instituted loan level price adjustments {LLPAs) to offset risk from borrowers with lower
credit profiles and smaller down payments, despite compelling evidence that when provided with safe
and affordable mortgage loans, these borrowers perform well. These increased fees disproportionately
impact potential homebuyers of color and low-to-moderate income families, whose ability to save for
down payments and credit profiles have been negatively impacted by discrimination and lack of
opportunity in the mortgage market.®

Underwriting structures determine if borrowers are creditworthy, but pricing structures have a
significant impact on whether a creditworthy borrower can afford a mortgage. Differential pricing
creates an additional barrier to mortgage credit by increasing the price, sometimes significantly, for
some borrowers relative to others. There is evidence of price acting as a barrier even in today's
mortgage market. For example, although Fannie Mae's guidelines allow the GSEs to purchase loans with
credit scores down to 620 and loan-to-value {LTV) ratios of up to 97 percent, very few loans purchased
by the GSEs have these characteristics. One reason is that excessive risk-based pricing by both the GSEs
and private mortgage insurers add significantly to the cost of loans for borrowers with lower scores and
less wealth for a down payment. For example, the combination of loan-level price adjustments (LLPAs)
and mortgage insurance {M!) premiums adds over 300 basis points to the cost of a mortgage fora
borrower with a credit score of 620 and an LTV of 97 percent.®

Rural borrowers, new emerging households, LMI borrowers and borrowers of color all face obstacles to
receiving competitive and affordabie mortgage loans in this context. Current statutory provisions
governing the GSEs include important measures to further service of these markets: the mandate to
serve the broad market, even at a lower rate of return; affordable housing goals; the duty to serve
under-reached markets; and the affordable housing funds. These were all included in or reaffirmed by
the Housing and Economic Recovery Act of 2008, which made critical reforms to the housing finance
system, and passed with strong bipartisan support. These bipartisan compromises, worked out over
nearly a decade, must be preserved and expanded in order to meet the needs of the current and future
mortgage market, which will include large proportions of these borrowers.

Equally important, credit risk transfers must continue to be done by the GSEs through mechanisms that
do not price these borrowers or small lenders out of the market. This means credit risk transfers must
be executed through reinsurance structures that permit pooling of loans and risk, and not through
deeper upfront risk transfers. Unfortunately, recent proposals for legislative housing finance reform

84 See A Failure to Act: How a Decade without GSE Reform Has Once Again Put Taxpayers at Risk, Hearings before
the Committee on Financial Services, 115th Cong. {Testimony of Nikitra Bailey), at 18-22, available at

https://docs. house.gov/meetings/BA/BAGO/20180906/108660/HHRG-115-BA00-Wstate-BaileyN-20180906.pdf.

85 350/4+225=312.5 basis points. Fannie’s Mae’s LLPA for this combination of credit score and LTV is a one-time fee
of 350 basis points (see page 2, https://www.fanniemae.com/content/pricing/lpa-matrix.pdf). We assumed a LLPA
multiple of 4 to convert this upfront fee to an ongoing cost comparable to the Ml premium. Borrower paid M| from
Genworth for this combination of credit score and LTV is a continuing fee of 225 basis points. See
https://mortgageinsurance.genworth.com/pdfs/Rates/11370775. Monthly Natl.FIXED.0616.pdf.
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share a common feature that undermines this pricing approach. Deep upfront credit risk transferred to
private capital would incentivize actors to segment, rather than pool, credit risk and prices. Segmented
pricing puts mortgage credit out of reach for too many credit worthy borrowers by making mortgage
debt more expensive.

D. There is Not Adequate Supply of Affordable Homes Available for Purchase

Following the housing crash, the single-family construction market has been slow to recover.®® While
new home construction immediately prior to the crisis was at unsustainably high levels, the construction
market effectively collapsed and is only now beginning to approach normal production levels. In fact,
today’s rate of production on new home starts overall is below the rate they were in the 1960s when
America’s population was much smaller.®” Usually, housing, which is 20% of the total economy, leads the
economy out of the recession. in this case, it was a drag on the overall economic recovery. Since enough
homes are not being built, housing prices are rising, and homeownership is less affordable for working
families (Figure 4).

Providing sustainable credit for home lending is only half of the equation of a healthy housing market:
there also must be an adequate supply of housing to be financed. In the starter home market, as
discussed above, there has been a major shortage of homes. Structural obstacles prevent the shortage
from being corrected, particularly in growing markets, and several factors depress the number of
affordable modest homes. The largest factor is the unmet need for additional new homes to keep up
with the growing number of households and the natural obsolescence of homes no longer being usable.
Overall, the housing construction market recovered very slowly from the recession, with volumes only
now approaching normal levels that predated the housing boom and crisis.

However, builders are focusing on larger homes that are more profitable. Indeed, average new home
sizes continue to grow to record levels. First, this reflects the substantial fixed costs in developing and
building a new house, which proportionately is a greater burden on smaller homes.® Second, it has been
challenging for builders to secure land and permits for new construction, and especially for higher-
density construction {Figure 5). This has led California to enact new limits on the power of local
communities to block additional housing. Further efforts are needed to encourage and facilitate new
construction to meet the increasing demand for affordable houses. Most of this reform must occur at
the state and local level.

8 Michael Neal, Residentiat Construction Down in June, Eye on Housing, National Association of Homebuilders
(July 18, 2018), available at http://eveonhousing.org/2018/07 /residential-construction-down-in-

june/?utm campaign=EQE2018& g8=2.126940237.1759872631.1535413976-631253769.1535413976.

87 peter Coy, America Isn’t Building Enough New Housing, Bloomberg Businessweek, February 11, 2019, available
at https://www.bloomberg.com/news/articles/2019-02-11/america-s-housing-market-isn-t-building-enough-new-
homes.

88 Ashok Chaluvadi, National Association of Home Builders, Builder Materials Prices and Labor Access Top
Challenges for 2018 {lan. 16, 2018), available at http://eveonhousing.org/2018/01/building-materials-prices-and-
labor-access-top-challenges-for-2018/; Carmel Ford, Cost of Constructing a Home, National Association of Home
Builders {Dec. 1, 2017}, available at http://www .nahbclassic.org/generic.aspx?genericContentiD=260013/.
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A second factor, discussed below, that reduces the supply of modest homes for sale is the substantial
number of ~ often modest ~ homes pulled out of the ownership market through bulk distressed loan
sales by FHA and the GSEs.® While crisis-era pressures may have justified these measures to more
quickly restore the financial stability of these entities, today these public interest entities should recycle
properties back into the ownership market to both preserve that market and the communities where
the houses are located.

Figure 4. Rgal hqme price index, 1890-2018

e

Sout;ce: Shiller, Robeﬁj. {rrational Exuberénce. Princeidn; NJ :Princeton UniVersity Press, st‘(data u‘pdate‘d by} author in
2019)

Figure 5. Single- and multi-family permits by year
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Source: CRL tabulation of Census Bureau's Building Permits Survey

E. Distressed Asset Sales Undermine Working Families’ Ability to Purchase Starter Homes

The market for more modestly priced starter homes for first-time homebuyers is especially tight. One
factor aggravating this scarcity of modest homes is the distressed asset sales begun by FHA and the GSEs

8 Oscar Perry Abello, HUD Has Blight-Fighting Power in Its Back Pocket, Next City (Mar. 6, 2017), available at
https://nextcity. org/features/view/hud-troubled-mortgage-auctions-foreclosure-blight.
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during the crisis. These entities accrued large numbers of loans facing foreclosure. Rather than selling
them individually as a local bank would do, they auctioned them off in large pools. While this helped
FHA and the GSEs increase their reserves and capital more quickly, hedge funds — the largest buyers of
these pools — converted many of the ultimately foreclosed loans into rental properties. This reduced the
supply of modest homes for purchase by individuals and altered the character of neighborhoods where
the percentage of homeowners declined. The sale of these distressed pools has continued, and hedge
funds have announced plans to expand their conversion programs.™ This, along with other factors
limiting new starter home construction, including labor and materials shortages and increased costs of
both, created a shortage of these starter homes and a substantial barrier to families trying to enter
homeownership.®* instead of buik sales to investors, more needs to be done with these properties to
ensure that families can purchase them to help preserve access to homeownership in low-to-moderate
income communities as opposed to only providing rental as an option for working families.

F. Down Payment Requirements

Removing regulator flexibility in establishing down payments in housing finance reform and mandating
down payments would unnecessarily restrict access to credit for lower-wealth families. As an initial
matter, these mandates overlook the fact that borrowers must also save for closing costs — roughiy 3
percent of the loan amount ~ on top of any down payment required. And, the mandates would increase
the number of years that borrowers would need to save for a down payment. An analysis by the Center
for Responsible Lending demonstrates that it would take the typical family 17 years to save for a 10
percent down payment and 11 years to save for a 5 percent down payment. This time frame is greatly
expanded for African-American and Latino borrowers. Considering that many of these households have
limited wealth, down payment mandates could significantly reduce the number of future first-time
homebuyers.® This reduced pool of buyers could lead to lower home prices, more difficulty selling an
existing home, and even some existing borrowers defaulting on their mortgage. .

0 Julia Gordon, The Dark Side of Single-Family Rental, ShelterForce {July 30, 2018), available

at https://shelterforce.org/2018/07/30/the-dark-side-of-single-family-rental/. Others have argued that these sales
are beneficial in that the buyers have fewer restrictions on the loan modifications they can offer. Laurie Goodman
and Dan Magder, Selling HUD’s Nonperforming Loans: A Win-Win for Borrowers, investors and HUD, Urban
Institute {January 2016}, available at https://www.urban.org/sites/default/files/publication/76626 /2000568~
Selling-HUD-s-Nonperforming-Loans-A-Win-Win-for-Borrowers-Investors-and-HUD.pdf. A better approach is
reform of the HUD foreclosure process; substantial improvements have been imptemented in the GSE process.

#1 Michael Neal, Residential Construction Down in lune, Eye on Housing, National Association of Homebuilders
{July 18, 2018}, available at http://eyeonhousing.org/2018/07/residential-construction-down-in-

june/?utm campaign=EOQE2018& g8=2.126940237.1759872631.1535413976-631253769.1535413976.

92 See The State of the Nation’s Housing, Joint Center for Housing Studies, at 3 (2013} (stating that “[ml}inorities—
and particularly younger adults—will also contribute significantly to household growth in 2013~23, accounting for
seven out of ten net new households. An important implication of this trend is that minorities will make up an
ever-larger share of potential first-time homebuyers, But these households have relatively few resources to draw
on to make down payments. For example, among renters aged 25-34 in 2010, the median net wealth was only
$1,400 for blacks and $4,400 for Hispanics, compared with $6,500 for whites. Even higher-income minority renters
have relatively little net wealth, with both blacks and Hispanics in the top income quartile having less than half the
average net wealth of whites. Proposed limits on low-down payment mortgages would thus pose a substantial
obstacle for many of tomorrow’s potential homebuyers."}.
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Not only is there a huge cost to legislatively mandating down payments, but there is also a limited
benefit in terms of reducing default rates. When looking at loans that aiready meet the product
requirements for a Qualified Mortgage, a UNC Center for Community Capital and CRL study shows that
these requirements cut the overall default rate by almost half compared with loans that did not.**
Layering on a down payment requirement on top of these protections produces a marginal benefit.%
This makes sense, because risky product features and poor lending practices caused the crisis by pushing
borrowers into default, and the Dodd-Frank Act reforms address these abuses. The Qualified Mortgage
and Ability-to-Repay reforms restrict risky features such as high fees, interest-only payments,
prepayment penalties, yield-spread premiums paid to mortgage brokers, lack of escrows for taxes and
insurance for higher-priced mortgage loans, teaser rates that spiked to unaffordable levels even with
constant interest rates and outlawing no-doc loans. These reforms address the unaffordable and abusive
ioan products that caused the crisis.®

Maintaining down payment flexibility has allowed the FHFA to permit Fannie Mae and Freddie Mac the
product innovation needed to create loans with a 97% loan-to-value ratio helping many first-time home
buyers to become homeowners, including millennials.%®

G. Credit Score Models

Today's credit score models “bake in” mortgage discrimination. Historic racial discrimination created
pervasive and long-lasting consequences, including a dual credit market.”” In the dual market, white and
wealthier borrowers have access to mainstream credit while people of color and low-income families
are limited to fringe financial services providers. Prior to the enactment of the nation’s anti-
discrimination laws, government and private industry explicitly penalized borrowers for their race and
ethnicity by unfairly using those characteristics as a factor to assess risk. People of color and homes in
neighborhoods that were predominantly communities of color were deemed as riskier simply because
they were nonwhite. These policies created situations where many families and communities of color

92 Roberto G. Quercia, Lei Ding, Carolina Reid, Balancing Risk and Access: Underwriting Standards for Qualified
Residential Mortgages, Center for Responsible Lending and UNC Center for Community Capital (Revised March 5,
2012), available at hitp://www responsiblelending.org/mortgage-lending/researchanalysis/Underwriting-
Standards-for-QualifiedResidential-Mortgages.pdf (stating that “[[Joans consistent with the QM product features—
which include both prime and subprime loans—have fared extremely well, with just 5.8 percent of loans either 90+
days delinquent, in the foreclosure process, or foreclosed upon as of February 2011. In comparison, the default
rate for prime conventional loans in our sample was 7.7 percent, nearly two percentage points higher...[The rates
for the subprime and Alt-A market segments [were] 32.3 and 22.3 percent, respectively.”}.

9 fd, at 18.

% See Debbie Gruenstein Bocian, Wei Li, Carolina Reid, and Roberto G. Quercia, Lost Ground, 2011: Disparities in
Mortgage Lending and Foreclosures, Center for Responsible Lending and UNC Center for Community Capital
{November 2011}, available at hitp://www.responsiblelending.org/mortgagelending/research-
analysis/LostGround-2011.pdf).

% See Jung Choi, Jun Zhu, Laurie Goodman, Bhargavi Ganesh, and Sarah Strochak, Millennial Homeownership: Why
Is It So Low, and How Can We Increase 1t?, Urban Institute (Jan. 2019), available at
https://www.urban.org/sites/default/files/publication/98729/2019 01 11 millennial homeownership finalizedv
2.pdf.

97 isa Rice and Deidre Swesnick, Discriminatory Effects of Credit Scoring on Communities of Color, National Fair
Housing Alliance (2012), available at https;//nationalfairhousing.org/wp-content/uploads/2017/04/NFHA-credit-
scoring-paper-for-Suffoll- NCLC-symposium-submitted-to-Suffolk-Law odf,
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were excluded from mainstream affordable credit based on now-protected characteristics, including
race and national origin. This exclusion had generational impacts that still contribute to a racial wealth
gap today.

Moreover, as credit scoring systems developed through the 1990s, they penalized borrowers who had
anything other than mainstream credit. Because many of the factors that make up credit scoring
systems rely on a dual credit market and its inherent racial discrimination, credit scoring contributes to
the self-perpetuating cycle of restricted access to safe and affordable credit that has a dramatic
disparate impact on communities of color.

Unfortunately, despite some improvements, current credit scoring models disadvantage borrowers of
color and do not adequately serve today’s credit market. These models disqualify many first-time
homebuyers with thinner credit files — disproportionately people of color who are likely to constitute a
significant share of future potential homeowners. The estimates vary, but the CFPB estimates that 26
million Americans are “credit invisible,” meaning they have no file with the major credit bureaus, and 19
million are “non-scoreable” because their credit file is too thin or stale to generate a reliabie score from
the credit bureaus.® These consumers are disproportionately African-American, Latino, low-income, or
young adults. Expanding the use of alternative credit scoring models is a critical element to reverse
declines in homeownership, particularly for low- and moderate-income communities and communities
of color.

H. Student Loans

The interplay between student loan payments and other major life investments and responsibilities is
well documented. Research from the National Association of Realtors shows that the usual student loan
borrower delays the purchase of their first home by an average of seven years because of student loan
debt.”®

The results of historic and current segregation in higher education, as well as the existing racial wealth
gap, makes the burden of student loan debt particularly heavy for African-American and Latino
communities. Families of color are more likely to need to borrow for higher education, are likely to have
less income with which to pay it, and typically have less of a cushion to withstand future financial
shocks, thus contributing to a higher likelihood of delinquency and default on student loan debt. Today,
nearly half of Black graduates owe more on their undergraduate student loan after four years than they
did at graduation, compared to 17% of white graduates.®®

Even a degree is no shield from racial disparities: Black bachelor’s degree graduates default at five times
the rate of white bachelor’s degree graduates, and are more likely to default than whites who never

98 CFPB, Data Point: Credit Invisibles {May 2015}, available at

https://hiles.consumerfinance.gov/f/201505 cfpb data-point-credit-invisibles.pdf {figures are from 2010 Census).
2 National Association of Realtors, Student Loan Debt and Housing Report, Oct. 2017,
https://www.nar.realtor/research-and-statistics/research-reports/student-loan-debt-and-housing-report.

190 Brookings Institute, Black-white disparity in student loan debt more than triples after graduation, Oct. 2016,
available at hitps://www brookings edu/research/black-white-disparity-in-student-loan-debt-more-than-triples-

aftergraduation/.
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finish a degree.’! Latino bachelor’s degree graduates’ default at twice the rate of their white peers.’® In
fact, recent research shows that, rather than helping communities of color build wealth, a college
education deepens the wealth gap.’® For example, young African-Americans take on 85% more student
debt than their white counterparts for their education and that difference in indebtedness increases by
almost 7% per year after leaving school. 1%

Moreover, womern graduate, on average, with $2,700 more in student loan debt than men, and because
of the gender pay gap, they earn about 26% less, so paying off their debt takes significantly longer. This
is especially true for women of color. African-American women graduate with almost 50% more student
debt than white and Latina women at 4-year institutions.'% Approximately 57% of African-American
women and 42% of Latina women who were repaying student loans reported that they had been unable
to meet essential expenses within the past year compared to 34% of all women, %

As a result of their need to borrow more, alongside targeting and financial deception by for-profit
institutions and often abusive servicers, a disproportionate percentage of students of color and the
majority of black students are unable to pay student debt and will default.?®” This derails their financial
and personal lives and subjects them to harsh collection practices than can keep them from achieving
the wealth gains promised by a college education. Meanwhile, their debt keeps growing due to
unifimited interest accrual and no statute of limitations on student debt. Unless bold, new actions are
taken, a generation will be trapped in debt undertaken to try to advance their lives. This has serious
implications for the housing market as well. As noted above, the market for new homeownership will be
predominately borrowers of color, and long-term student loan debt threatens to shrink the available
pool of buyers.

V. Policy Solutions

As detailed above, America’s affordable housing crisis has had a massive and disproportionate impact on
communities of color. This crisis deserves a federal response equai to the problem. Instead, in recent
years, programs designed to create housing opportunities or assistance have been challenged every
budget year. Now is not the time for retreat, now is the time for bold action. We must ensure that every
American has the opportunity to live in safe, decent, and affordable housing and double down on our
nation’s commitment to making all communities places of opportunity. Substantial expansion of existing
programs and new initiatives must be considered and implemented. These include:

10 f:dith Scott-Clayton, The looming student Joan default crisis is worse than we thought, Brookings Institution
{Jan, 10, 2018), available at https://www.brookings edu/wp-content/uploads/2018/01/scott-clayton-report.pdf.
w02 Id

103 Houle and Addo, Racial Disparities in Student Debt and Reproduction of the Reproduction of the Fragile Black
Middle Class, Sociofogy of Race and Ethnicity 1-16 (2018},

104 /d

105 American Association of University Women, Women's Student Debt Crisis in the United States, May 2018,
available at hitps://www.aauw.org/research/deeper-in-debt/.

106 Id

107 hudith Scott-Clayton, The looming student loan default crisis is worse than we thought, Brookings Institution
(Jan, 10, 2018}, available at hitps://www brookings.edu/wp-content/uploads/2018/01/scott-clayton-report.pdf.
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A. Providing Down Payment Assistance for Homeownership Reentry by Families Wrongfully
Harmed by the Subprime Lending Crisis

Communities of color lost trillions of dollars during the foreclosure crisis, and evidence shows that many
of those borrowers were steered into toxic mortgages even when they qualified for safer and more
responsible loans with cheaper costs. % Further, the spillover impact of the crisis hurt people in
communities of color who did not actually experience foreclosure but happened to live in proximity to
foreclosure. CRL estimates this cost to African-American and Latino communities to total $1 trillion.*0®

CRUs research shows that instead of being a boom to homeownership, subprime lending produced a
reduction of 1 million homeowners, including 85,000 African-Americans and Latinos, ® Examining the
data further, shows that between 1998 and 2006 only 1.4 million first-time homeowners purchased
their home with a subprime loan'** CRL research shows that most of subprime lending occurred to
borrowers who refinanced a primary residence, and that borrowers of color were disproportionately
impacted by foreclosure and loss their homes at a greater rate than white borrowers.'? The disparities
in foreclosure held true even after controlling for differences in income between whites and people of
color.3 Upper-income African-American borrowers received subprime loans at 2.7 times a greater rate
than upper-income white borrowers.** Moreover, upper-income African-American women were 5
times and upper-income Latinas were nearly 4 times more likely to receive a subprime foan than an
upper-income white male.**® The scale of this down payment assistance program must match the huge
harm inflicted on these families and communities.

18 Rick Brooks and Ruth Simon Subprime Debacle Traps Even Very Credit-Worthy, Wall Street Journal, December
2007, available at hitps://www.wsi.com/articles/SB119662974358911035.

2% Center for Responsible Lending, Collateral Damage, The Spillover Costs of Foreclosure, October 2012, available
at hitp://www responsiblelending. org/mortgage-lending/research-analysis/collateral-damage.pdf.

119 Center for Responsible Lending, Subprime Lending: A Net Drain on Homeownership, March 2007, available at
https://www.responsiblelending. org/sites/default/files/nodes/files/research-publication/Net-Drain-in-Home-
Ownership.pdf. CRL derived data on subprime loans used for home purchase versus refinance from a proprietary
database for 1998- 2004, and from SMR Research Corp and Inside Mortgage Finance for 2005-2006. The specific
percentages by year are shown in the chart below. Totals may not add to 100% because a small percentage of
loans in the database are listed as “other purpose.”
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112 Center for Responsible Lending, Foreclosures by Race and Ethnicity: The Demographics of a Crisis, June 2010,
available at https://www responsiblelending.org/mortgage-lending/research-analysis/foreclosures-by-race-and-

ethnicity.pdf.
113 ]d

414 The Opportunity Agenda, Subprime Lending: A Threat to Opportunity in America, available at,
https://www.issuelab.org/resources/145/145. pdf?download=true.

15 Consumer Federation of America, Women are Prime Targets for Subprime Lending: Women are
Disproportionately Represented in High-Cost Mortgage Market, December 2006, available at,
https://consumerfed.org/pdfs/WomenPrimeTargetsStudy120606.pdf.
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B. Providing Down Payment Assistance for First Time Homebuyers With Lower Wealth
and/or Credit Scores in Recognition of the Federal Government’s Historic Role in Fostering
Mortgage Lending Discrimination, an Effort That Will Start Addressing the Resulting Racial
Wealth Gap

Seven out of ten future homebuyers will be borrowers of color.’ A well-functioning housing finance
system requires that these borrowers have access. Looking forward, the housing market is increasingly
comprised of more families without as much intergenerational wealth. Households of color — especially
Latino families — account for the largest growth in households today,**” making it increasingly important
that they are served. Serving these borrowers is important for other Americans as well. These are the
borrowers that many older Americans will need to sell their homes to ensure a successful retirement.

C. Requiring National Banks to Ensure that 10% of Their QM Mortgage Lending and Small
Business Lending Occurs in Their Communities Where at Least 20% of the Population Has
Experienced Poverty for the Last 30 years in Exchange for FDIC Insurance or to Have Their
Loans Sold to the GSEs or Ginnie Mae

This idea stems from Rep. Jim Clyburn’s 10-20-30 plan that was part of the American Recovery and
Reinvestment Act of 2009.1*8 According to the American Community Survey estimates for 2012-2016,
there are 392 of these counties across the United States.''® Moreover, the recent creation of
Opportunity Zones presents another pathway to achieve this goal. Opportunity Zones are set to become
the biggest economic development program in the country. it is estimated that there could be up to
$2.2 trillion invested in Opportunity Zones.?® However, policymakers must take extreme care that the
program does not simply become a boon to investors or accelerate patterns of displacement for low-
income areas and neighborhoods of color. One way to achieve this goal is to include CDFls in the
process and require investment through CDFls as many are already serving the void in lending by
mainstream banks in underserved communities.

D. Requiring the U.S. Commission on Civil Rights to Investigate the Impact of Lending
Discrimination on Families of Color and Have the GAO Conduct a Study on the Cost of
Discrimination to Families of Color

Throughout this testimony, the federal government’s role in furthering housing discrimination within
the mortgage market has been described. Now is the appropriate time to fully investigate the impact of
those discriminatory practices on the ability of families of color to build wealth through homeownership
in an equitable manner with whites. The U.S. Commission on Civil Rights should convene hearings to
probe and complete an official record of this discrimination similar to work done by the Financial Crisis
inquiry Commission foltowing the Housing Crash of 2008. Once an official record is completed, Congress

116 Joint Center for Housing Studies of Harvard University, State of the Nation’s Housing 2017 (June 2017), available
at http://www.jchs.harvard.edu/sites/default/files/harvard_jchs_state_of_the_nations_housing_2017.pdf.

117 ld

118 American Recovery and Reinvestment Act of 2009, Pub. L. 111-5, 111th Cong. (Feb. 17, 2009},

19 https://www.everyersreport.com/reports/R45100.htmi#_Toc506295929.

120 Lori Chatman, Opportunity Zones: What They Are, Why They Matter, Affordable Housing Finance (Feb. 26,
2018), available at https://www housingfinance.com/news/opportunity-zones-what-they-are-why-they-matter o.

25



73

should request that the Government Accountability Office issue a report on the economic impact of the
discrimination and offer legislative action that directly addresses this discrimination.

E. Strengthening and Fully Enforcing the Nation’s Fair Lending Laws

Since 2006, 561,472 victims of housing discrimination filed complaints with federal agencies charged
with protecting them.*?* Segregation continues to hamper our nation’s ability to ensure that all
Americans live in communities of opportunity. These circumstances called for the Department of
Housing and Urban Development (HUD) to issue its long overdue, and statutorily established,
Affirmatively Furthering Fair Housing Rule, requiring local communities to develop pians to alleviate
segregation. The rule was issued in 2015 after years of development and review. In August 2018, HUD
announced that it is revisiting this rule, and there are even calls to repeal it.*?2 But weakening the rule
would be a major step backward and would delay community unification and equity.

Similarly, there are calis to hobble or even repeal the use of disparate impact analysis and enforcement
in lending.*?® This analysis provides that when a practice produces a disparate negative impact on
groups, it should continue only if there is a business need for the practice and an aiternative approach is
unavailable. Continuing this approach is especially important given the exponential growth occurring in
the use of artificial intelligence in decision making, including loan eligibility. Machine learning holds
much promise, but it also can bring in discriminatory and unnecessary factors with research showing
that Latinx and African-Americans pay $250-$500 million in extra interest in fintech lending because
algorithms shifted and not removed discrimination.!*

Disparate impact analysis encourages creative approaches that both increase effectiveness and
inclusiveness. This process and the value of disparate impact analysis was recently pointed out, and
endorsed by, the largest personal loan company in the country, Lending Club, in its responses to
requests for input by the CFPB.1%

Additionally, there is concern that CFPB will weaken the Home Mortgage Disclosure Act. HMDA requires
depository institutions to publicly disclose information about home mortgages. it is an essential tool to
identify and address mortgage lending discrimination. CFPB recently released a proposed rule that
would increase the HMDA reporting threshold for mortgages, which means that some smaller lenders

121 Shanti Abedin et. al., Making Every Neighborhood A Place of Opportunity 2018 Fair Housing Trends Report,
National Fair Housing Alliance, April 2018, p. 13, available at hitps://nationalfairhousing org/wp-
coptent/uploads/2018/04/NFHA-2018-Fair-Housing-Trends-Report 4-30-18 pdf.

122 Affirmatively Furthering Fair Housing: Streamlining and Enhancements, 83 Fed. Reg. 159 {August 16, 2018),
available at https://www.federalregister.gov/documents/2018/08/16/2018-17671 /affirmatively-furthering-fair-
housing-streamlining-and-enhancements,

323 The Supreme Court recently held that disparate impact claims are cognizable under the Fair Housing Act. Texas
Dept. of Housing and Community Affairs v. Inclusive Communities Project, 135 S.Ct. 2507 {2015).

124 Robert Bartlett, Adair Morse, Richard Stanton, and Nancy Wallace, Consumer-Lending Discrimination in the Era
of FinTech, University of California at Berkeley {Oct. 2018), available at

https://faculty haas.berkeley.edu/morse/research/papers/discrim.pdf.

125 Comment of Lending Club on CFPB Request for Information Regarding the Bureau's Inherited Regulations and
Inherited Rulemaking Authorities, Maintain Disparate impact Policy {June 23, 2018), available at
https://www.regulations.gov/document?D=CFPB-2018-0012-0075.
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may not have to report at all.1?® CFPB also announced an advanced notice of proposed rulemaking that
would solicit feedback on the costs and benefits of collecting and reporting the data points in the 2015
HMDA rule.*”” Additionally, earlier this year CFPB announced it would no longer host or maintain the
HMDA Explorer, a vital and user-friendly tool to provide a clear view of the mortgage market and who it
serves. It is essential that CFPB replace the data access tool and ensure no gap in accessibility occurs
between the release of the 2018 HMDA data and the launch of a replacement to HMDA Explorer.

Furthermore, FHFA must require that all users of the Common Securitization Platform adhere to the
nation’s fair lending laws and the GSEs’ chartered duty-to-serve public interest mandates. The GSEs
should also be required to insert fair housing protections into the eligibility guidelines of ali of its
affordable housing programs including the Low-income Housing Tax Credit, State Housing Finance
Agency, and other programs. This would include an affirmative obligation to build housing in accordance
with the accessibility requirements required by fair housing laws as well as an affirmative obligation to
further fair housing.

Taking care to reach rapidly-growing markets of borrowers of color when structuring business practices
is good business. And it is a false choice that inclusiveness is incompatible with growth and efficiency.

F. Eliminating Loan Level Price Adjustments

Following the mortgage crisis of 2008, which was found to be caused by Wali Street's appetite for
excessive profits, market overcorrections emerged that led to excessive pricing of risk in the system.
FHFA instituted LLPAs to offset risk from borrowers with lower credit profiles and smaller down
payments, despite compelling evidence that when provided with safe and affordable mortgage loans,
these borrowers perform well, Further, these increased fees disproportionately impact potential
homebuyers of color and low-to-moderate income families whose ability to save for down payments
and credit profiles have been negatively impacted by discrimination and lack of opportunity in the
mortgage market.'® The distribution of GSE capital costs also must be more equitably distributed so
that lower wealth households do not disproportionately bear the cost of insuring against another
systemic market failure. To this end, utility regulation would help ensure that the GSEs fulfill their public
interest mandates. It would also appropriately focus the GSEs’ activities and prevent incentives to
maximize revenues by serving the most fucrative borrowers and lenders.

G. Reforming and Modernizing FHA
FHA lending played a critical role following the housing crash of 2008. During the recession, as credit

standards tightened in the conventional market, the FHA took on a much broader role than it had
previously. This was a necessary countercyclical influence in the fallout from the era of subprime

126 CFPB Proposes Changes to HMDA Rules (May 2, 2019), available at https://www.consumerfinance.gov/about-
us/newsroom/bureau-proposes-changes-hmda-rules/; Ben Lane, CFPB proposes new HMDA rules, HousingWire
{May 2, 2019), available at https://www.housingwire.com/articles/48953-cfpb-proposes-new-hmda-rules.

127 id.

128 For a more detailed discussion of how discrimination contributes to lower credit scores for borrowers of color,
see Racial lustice Project of the National Consumer Law Center, Past Imperfect: How Credit Scores and Other
Analytics “Bake In” and Perpetuate Past Discrimination {May 2018), available at
hitps://www.nclc.org/images/pdf/credit_discrimination/Past imperfect0S0616.pdf.
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mortgages, but It marked changes within both markets. While FHA has historically provided access to
credit to lower-income borrowers and first-time homebuyers, it has emerged and remained the
mortgage credit source for over 40% of the low-income home purchase market.

As historically FHA-refiant low- and moderate-income borrowers continue to rely on FHA lending for
access to purchase mortgage credit, there are similar FHA lending patterns among borrowers of color. In
2006, Black, Asian, Latino, and white borrowers each received more than 85% of their purchase loans
from the conventional market. By 2009, conventional lending market share among Black borrowers had
declined dramatically, with Black borrowers receiving just 18.2% of their loans from the conventional
market—less than half the rate of conventional lending to white borrowers. While the 2006
conventional market included some of the most problematic subprime loans, this cannot explain the
post-recession difference in conventional lending between white borrowers and borrowers of color
{Figure 5).

As conventional lending to borrowers of color steeply declined between 2006 and 2009, the FHA share
of lending to borrowers of color increased and remains high. FHA has become the primary source of
mortgage credit for borrowers of color, including upper-income borrowers who could be well served by
conventional lenders (Figure 6). Compared to conventional foans FHA loans can be costlier over the life
of the loan, particularly due to the life of the loan premium and lender overlays on FHA loans. Further,
increasingly, lenders have also been less willing to make these loans. There is an urgent need for federal
regulators to better enforce fair lending requirements to ensure a more robust conventional mortgage
market that serves borrowers of color.

While FHA shouid not be the only source of mortgage credit for borrowers of color, it does provide a
large share of first-time home purchase loans. Thus, FHA is critical and deserve ongoing federal support,
and reductions in funding would significantly impact affordable lending. The FHA program must be
adequately funded and modernized to ensure its viability.

Figure 6: HMDA trends for conventional lending, by race

Source: CRL calculations of 20042016 HMDA purchase loan data

Figure 7: FHA share of all purchase loans by race/ethnicity category, by year, 2004-2016
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Source: CRL calculations of 2004~2016 HMDA purchase loan data

1. Technology Funding and Quality Control

Two important and interrelated FHA reforms include reform of the False Claims Act and increased
technology funding. There is a recognized need to clarify what types of errors can trigger liability under
the Faise Claims Act. The statute imposes treble damages against anyone who submits a false claim to
the government, including FHA insurance payments. Because these treble penalties can cost a far
greater amount than the loan itself, this has the potential to decrease the appetite for making FHA
insured loans that have only a modest risk of defaulting. This has led to lenders imposing credit overlays
on FHA's standards, and contributed to many larger lenders withdrawing from FHA lending entirely. FHA
attempted to address the False Claims Act ambiguity by tying loan defects to remedies, but this effort
was not implemented due to inadequate funding.

Although FHA received technology funding in the 2019 budget bill, a sustained source of funding is
necessary to address desperately needed technology upgrades. FHA's book of business is performing
strongly, but this growth has paradoxically worsened FHA's basic operations. Under FHA's authorizing
statute, the entirety of FHA's revenue is sent to the Mutual Mortgage Insurance Fund (MMIF) and
cannot be used for FHA's operations, even if that funding could significantly improve operational or
program efficiency. As a result, FHA's business success has left it stretched to have enough resources to
manage its loans. FHA needs increased resources to exercise a reasonable quality control system.

2. FHA Should Eliminate the Life of Loan Premium
Furthermore, FHA should reduce its premiums and eliminate the life of loan premium. As many lower-
wealth borrowers and borrowers of color are unable to access the conventional credit market today,

high FHA premiums may be keeping many borrowers out of the market entirely, not just shifting from
one credit channel to another. According to an analysis from the National Association of Realtors, nearly
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400,000 creditworthy borrowers were priced out of the housing market in 2013 due to high FHA
premiums, ™

FHA-insured mortgages require two types of mortgage insurance: upfront mortgage insurance and
annual mortgage insurance. The upfront Mi premium is currently 175 basis points, or 1.75% of the base
loan amount, and it may be rolled into the loan.® The annual Ml premium is included in a borrower’s
monthly mortgage payment and varies depending on the loan amount and down payment.*® Effective
July 3, 2013, a borrower who puts down less than 10% can no longer cancel the premium after the loan-
to-value reaches 78% or less.*32 Borrowers with a 10% down payment must pay a Mi premium for 11
years, while all other borrowers must pay a Ml premium for the entire mortgage term,

The increases in the annual premium (i.e,, life of loan premium) have had the most significant impact on
loan affordability. Between 20112014, the annual insurance premiurms increased by nearly 150%, while
its upfront fees rose by 75%.%% in January 2015, via executive action, the Obama administration directed
FHA to reduce its annual Mi premiums by 50 basis points, from 1.35% to 0.85%.%3 Despite this move,
the Mutual Mortgage Insurance Fund (MMIF) reached its congressionally mandated 2% threshoid in
2015, ahead of schedule.’3> At the beginning of January 2017, FHA reduced the annual Mi premium from
0.85% to 0.60%. However, in the Trump administration’s first act, moments after the inauguration, this
premium cut was reversed.' CRL urges FHA to reinstate the previous policy of only requiring borrowers
to pay premiums until the outstanding principal balance reaches 78% of the original home value.

Additionally, CRL supports the proposal that first-time homebuyers that complete a HUD-approved
housing counseling program could receive a discount on the M! premium. FHA has noted that first-time

122 National Association of Realtors, Audit Shows FHA Fund is Healthy, Time to Lower Mortgage Insurance
Premiums, Say Realtors (Nov. 17, 2014), available at hitps://www.nar.realtor/newsroom/audit-shows-fha-fund-is-
healthy-time-to-lowermortgage-insurance-premjums-say-reaitors. See also Bing Bai, Jun Zhu, and Laurie Goodman,
FHA: Time to Stop Overcharging Today's Borrowers for Yesterday's Mistakes, Urban Institute {Jan. 6, 2015),
avaitable at https://www.urban.org/urban-wire/fha-time-stop-overcharging-todays-horrowers-yesterdays-
mistakes.

130 Sea Chart, HUD Mortgagee Letter 2017-07, Suspension of Mortgagee Letter 2017-01 Reduction of FHA Annual
Mortgage Insurance Premium Rates {Jan. 20, 2017}, at 3-4, available at https://www.hud.gov/sites/documents/17-
Q7ML pdf.

131 Id

132 HUD Mortgagee Letter 2013-04, Revision of FHA Policies Concerning Cancellation of the Annual Mortgage
insurance Premium and Increase to the Annual MIP {Jan. 31, 2013}, available at

https://www hud.gov/sites/documents/13-04ML.pdf.

133 John Griffith, As the FHA’s Finances Continue to Improve, It's Time to Focus on Access, Enterprise Community
Partners, Inc. {Nov. 18, 2014), available at https://www.enterprisecommunity.org/blog/2014/11 /fhas-finances-
continue-improve-its-time-focus-access.

134 Trey Garrison, IUs official: Obama to direct FHA to cut mortgage insurance premiums, HousingWire, Jan. 7,
2015, available at https://www.housingwire.com/articles/32533-its-official-obama-to-direct-fha-to-cut-mortgage-
insurance-premiums.

13% The MMIF capital ratio was 0.41% in 2014 and reached 2.07% in 2015, Ben Lane, FHA business explodes:
Reaches capital mandate for first time since 2008, HousingWire, Nov. 16, 2015, available at

httos://www housingwire.com/articles/35614-fha-business-explodes-reaches-capital-mandate-for-first-time-since-
2008.

136 HUD Mortgagee Letter 2017-07, Suspension of Mortgagee Letter 2017-01 Reduction of FHA Annual Mortgage
Insurance Premium Rates (Jan. 20, 2017), available at hitps://www hud.gov/sites/documents/17-07ML.PDF.
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home buyers who partake in counseling experience a 30% reduction in default and serious
delinquencies as compared to first-time buyers who do not partake in counseling.’®’

3. DACA

Numerous news outlets have reported that HUD appears to no longer consider recipients of Deferred
Action for Childhood Arrivals {DACA) as eligible for FHA loans.®® In response to Congressional letters and
other inquiries, HUD stated it had not changed its formal policy. However, it appears HUD has at least
made an informal policy change to interpret its regulations and guidance differently and to now deny
DACA recipients. This has had a chilling effect on potential FHA borrowers as well as lenders. HUD must
clarify its position and ensure that DACA recipients are eligible for FHA loans without question.

H. Strengthening the Community Reinvestment Act

Following passage of the Fair Housing Act of 1968 and the Equal Credit Opportunity Act of 1974,
Congress passed the Community Reinvestment Act {CRA) in response to discriminatory redlining
practices that excluded certain communities from the financial marketplace. A primary goal of CRA was
to stop neighborhood level lending discrimination that was not targeted at individual borrowers, but
that denied credit to whole communities. A key CRA principle is that banks should lend in the areas in
which they do business but should not be allowed to cherry-pick some areas over others while enjoying
the benefits of a banking charter, deposit insurance, and other public support. By requiring banks to
address the credit needs of the communities where they take deposits, the CRA has played a crucial role
in making credit available to communities of color and increasing investment in low- and moderate-
income neighborhoods for over 40 years. The CRA continues to be an important tool for fostering access
to credit for these communities today. Since 1996, banks have increased their small business and
community development lending by an additional $2 trillion to meet their CRA requirements. '3

CRA requirements must remain robust so that banks lend to borrowers and small businesses in the
communities where they are located to ensure that the benefits they have from a bank charter are
equitably shared. Relaxing CRA requirements could lead to a 10-20% reduction in lending for LMI
communities and a total loss up to $105 billion in loans over a five years period.™ Ultimately, this loss
would be terrible for the overall economy, which benefits from the investment in LM! communities and
consumption by LM{ customers. Furthermore, if the bar for compliance is lowered, there would be a
severe reduction in lending for the communities that continue to remain underserved by the banking
sector despite reports of record profits.

37 Federal Housing Administration (FHA): Homeowners Armed With Knowledge (HAWK) for New Homebuyers, 79
Fed. Reg. 27896 (May 15, 2014), available at https://www.federalregister.gov/documents/2014/05/15/2014-
11152/federal-housing-administration-fha-homeowners-armed-with-knowledge-hawk-for-new-homebuyers.

28 Ben Lane, Dreamers denied: Evidence mounts FHA is not backing DACA mortgages, HousingWire (March 21,
2019), available at hitps://www housingwire.com/articles/48492-dreamers-denied-evidence-mounts-tha-is-not-
backing-daca-mortgages.

138 National Community Reinvestment Coalition, Forecast: Banking Rule Changes Could Reduce Lending in Poor
Neighborhoods by $105 Billion (Sept. 6, 2018), available at hitps://ncre.org/forecast-banking-rule-changes-could-
reduce-lending-in-poor-neighborhoods-by-105-billion/.
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V. Conclusion

Present-day homeownership disparities did not occur by happenstance. in fact, the housing finance
system is operating exactly how it was designed. As detailed above, today’s homeownership rate gap
between whites and people of color is in large part due to historic federal housing policy choices that
created a “state-sponsored system of segregation.”'%! These policy choices deliberately excluded people
of color from being able to build wealth through homeownership. Today African Americans have the
same rate of homeownership as they did in 1968 when Congress enacted the Fair Housing Act. Congress
must address the federal government's role in perpetuating mortgage discrimination. The families
stymied by the milistone of racism deserve a chance to succeed. Bold new ideas are needed to create
equity in mortgage lending and ensure that all credit worthy borrowers have access to the safe and
affordable mortgage loans they deserve.

141 Terry Gross, A ‘Forgotten History’ of How the U.S. Government Segregated America, NPR Fresh Air, May 3,
2017, available at https://www nor.org/2017/05/03/52665583 1/a-forgotten-history-of-how-the-u-s-government-
segregated-america.
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Chairman Clay, Ranking Member Duffy, and members of the committee:

Thank you for the opportunity to testify today. My name is Carmen Castro, and | am the Managing
Housing Counselor at Housing Initiative Partnership. We are a non-profit affordable housing developer
and HUD-approved Housing Counseling Agency located in Prince George’s County and Montgomery
County, Maryland. Our Housing Counselors have provided direct counseling, education and advocacy to
over 20,000 households over the past 20 years to help them enter homeownership, avoid foreclosure,
secure affordable rental housing and strengthen their personal finances.

It is a privilege for me to have this opportunity to share the experiences of our housing counselors and
the households with whom they work. Housing counselors are impartial advisors to low-and-moderate
income households, exploring all aspects of their finances and financial decisions, with the goal of
helping households successfully navigate today’s complex housing realities. Housing counselors are
often the only persons to whom low-and-moderate income households have revealed their private
financial habits. Counselors take a deep look at client’s monthly bank statements, spending habits,
debts, credit reports, employment history, income, and housing dreams and goals. The counselor uses
this personal information to help their client make informed decisions to secure safe and affordable
housing.

Housing counselors at Housing Initiative Partnership have witnessed first-hand the barriers minority
communities confront in their quest for sustainable homeownership. Our agency has the privilege of
working in two very different communities. Prince George’s County, Maryland is one of the most
affluent majority African American communities in the country. The county is 64% African American,
19% Hispanic, and 13% White, with an average household income of $81,000. Neighboring
Montgomery County ranks as the country’s 25" most diverse county: 33% of the population in the
county is foreign born; of those, 38% came from Latin America, 36% from Asia, 15% from Africa, 10%
from Europe, 1% from North America, and less than 1% from the Pacific Islands.

Despite the distinct profiles of these counties, and the very distinct histories of African American
households as compared with immigrant households, the minority households our counselors work with
in both counties confront similar homeownership challenges. The two primary challenges to securing
homeownership are the lack of generational wealth and its repercussions, and the shortage of
affordable housing.

Most of the African American and immigrant populations we work with do not have parents,
grandparents or great-grandparents that benefitted from the federal programs and consumer
protections that allowed white families to build generational weaith. With regard to building wealth
through homeownership, African Americans in generations past were intentionally excluded from access
to mortgage programs through red-lining and other discriminatory lending practices. Foreign-born
immigrant households lack family wealth, having frequently arrived in the US with little savings after
fleeing economic hardship in their home countries.

During the early days of the foreclosure crisis, our agency saw first-hand the way in which the housing
market exploited these minority households that lacked generational wealth. In 2008, the year of the
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housing collapse, our office was inundated with calls for assistance. We worked with 569 defaulting
households in 2008, double that number in 2009, and triple that number (1,538 households) by 2010. A
vastly disproportionate percentage — 98% — of those defaulting homeowners were minority households.
On average during the crisis, the homeowners with whom we worked were 63% Black or African-
American, 31% Hispanic, and 4% Asian. To a person, our clients presented their counselors with the
most toxic loan documents we had ever seen. Among the predatory features included in our clients’
loans were high fees, interest-only payments, prepayment penalties, and teaser rates that spiked

to double digits within the first two years.

We now know that minority populations were specifically targeted for the most dangerous predatory
loans during the housing bubble. We know that lenders created these predatory products to be easily
accessible specifically to these popuiations that had been historically excluded from access to credit.

The result? The African-American and immigrant households we worked with watched as their hard
fought financial gains and accumulation of equity slipped through their hands like sand, draining their
wealth away at an alarming and devastating rate. One exampile is an African-American family who
sought our foreclosure prevention services in 2008. They had a salid income — the mother worked full-
time for the federal government and the father had a job with UPS. They had saved $9,000 for a
downpayment, and purchased a home for $300,000, with what turned out to be a predatory loan with
large balloon payment, and an interest rate that spiked to 15% by the time we met with them in 2008. A
housing counselor helped him negotiate a loan workout that reduced the interest rate to 4% for the life
of the loan. That positive outcome was overshadowed by an unfortunate financial legacy of the housing
bust: they were saddled with negative equity in the amount of $110,000.

Not only have homeowners like the above African-American family lost their savings and good credit,
but also their home values have not recovered to the pre-recession value. In Bowie, Maryland, for
example, as many as 1 in 5 homeowners are underwater on their mortgages, and many of these
homeowners are still as much as $50,000 to $100,000 underwater. These underwater homeowners
choose to stay in their homes despite the financial burden of negative equity for many reasons: family
stability, schools, connection to their home and neighborhood, and lack of other affordable rental
housing options.

Homeownership plays a central role in shaping family wealth for the middle class. The minority
households that have been both historically excluded from access to credit, and then exploited by
predatory lenders in the housing bubble, deserve large-scale responsive policies that will redress the
harms caused by exclusive and predatory practices, and create access to sustainable homeownership.

On the purchase side, many minority households we work with have sufficient employment income to
enter homeownership, but living in the high cost DC area rental market has strained their ability to save
for a down payment and pay down debts ~ both of which are required to qualify for a mortgage. One of
our client’s experiences illustrates these challenges. Her family emigrated from the Republic of Congo in
1995 and she began working as a nursing assistant, and her husband later secured work at an auto shop.
When she met with a counselor in 2016, her gross household income was 56,000 a month but her credit
was low due to the high cost of living in Montgomery County. She worked steadily with a housing
counselor for over two years, often meeting monthly, to adhere to a very strict budget in order to pay
down credit card debt and accrue $12,000 in savings. In July 2018, she qualified for an FHA loan to
purchase a $320,000 townhouse in Frederick, Maryland. The FHA loan included $5,000 of down-
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payment and closing cost assistance. While this product allowed her to access homeownership, it

comes at a high cost. She was provided a higher than market interest rate, and required to pay high
mortgage insurance fees. Between the upfront mortgage insurance premium and the $218 monthly
mortgage insurance payments, she will pay an additional $89,000 over the life of her mortgage loan.

The advantages of current mortgage products designed for low wealth moderate-income purchasers are
often offset by high fees. The availability of safe affordable loan products without these increased
often-prohibitive fees {mortgage insurance premiums, lifelong mortgage insurance, higher interest
rates) are needed to provide the on-ramp for households of color so that they can accrue the benefits of
homeownership. We would like to see federal ioan products provide low-wealth mortgage borrowers
safe and sustainable mortgages without the accompanying fees.

Finally, any federal response to increase homeownership for low-wealth minority communities should
include housing counseling. Research has consistently demonstrated that loans made to borrowers who
have received pre-purchase counseling perform better than loans made to comparable borrowers who
did not receive pre-purchase counseling. A 2013 study looked at 75,000 mortgages and found that
borrowers who received pre-purchase counseling and education were more than 30% less likely to
become seriously delinquent than similar borrowers who did not receive pre-purchase counseling and
education.?

In conclusion, we hope Congress will improve access to sustainable homeownership for the minority
communities we work with by creating lower cost loan products for low-wealth families, and embedding
housing counsefing into the purchase process.

! see, e.g., Neil S. Mayer & Kenneth Temkin, Pre-Purchase Counseling Impacts on Mortgage Performance: Empirical
Analysis of NeighborWorks America’s Experience (p. i) {(March 7, 2013); Marvin M, Smith et al., The Effectiveness
of Pre-Purchase Homeownership Counseling and Financial Management Skills {Aprit 2014},

2 Mayer & Temkin, supra note 1.
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My name is Joel Griffith. I am a Research Fellow in
Financial Regulations at The Heritage Foundation. The
views I express in this testimony are my own and
should not be construed as representing any official
position of The Heritage Foundation.

Efforts to expand home ownership through
government programs or policies are often well-
intentioned. However, good intentions are an
insufficient basis for public policy. Directing
resources to the housing sector through government
subsidies, guarantees, and mandates may temporarily
increase home ownership rates, dramatically increase
home prices, and financially benefit select special
interests. However, this negatively impacts
affordability for all—including minorities—and
distorts economic growth.

Furthermore, a focus on simply expanding home
ownership fails to recognize that home ownership
may be indicative of the financial health of a family;
but extending a borrower credit through use of a
govermment guarantee does not suddenly improve a
borrower™s financial health, enhance his skillset, or
expand his economic opportunities. In other words,

home ownership results from financial health, a
profitable skillset, and econoric opportunity. These
desirable conditions are not created by virtue of
owning a home.

Closing the gap in wealth accumulation—and
multiplying the opportunities to create such wealth—
requires an approach different from government
subsidies, guarantees, and mandates. Congress can—
and should—make housing more affordable, and
diminish risk, by shrinking the federal role in housing
finance. State and local govermments should eliminate
artificial barriers to affordability and economic
growth. To better equip the next generation to prosper,
parents should be enabled to select alternatives to
underperforming public schools.

Home ownership can help families build
household wealth over time. For many, a personal
residence represents the primary or even the majority

of a family’s financial assets. Nationally, owner’s

214 Massachusetts Avenue, NE » Washingion, DC 20002 » (202) 546-4400 » heritage.org
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equity in real estate reached a record $15.2 trillion in
20181

However, data show the heavy government
involvement in the home finance sector failed to
substantially increase homeownership; instead, it
yielded a short-term and unsustainable increase in
home ownership rates. Robust homeownership was
established in the U.S. long before the government
became heavily involved in the housing market. From
1949 to 1968 (the year that Fannie Mae was allowed
to purchase non-government-insured mortgages),
government-backed mortgages never accounted for
more than 6 percent of the market in any given year.?
Yet the homeownership rate was 64 percent in 1968,
virtually identical to what it is now after decades of
heavy government involvement in housing finance.

Home ownership for blacks grew from 35 percent
in 1950, to 42 percent in 1970, and to 44 percent in
1980. By 1990, black home ownership had actually
declined slightly to 43 percent despite a decade of
secondary mortgage market expansion.’ In 2019, the
black home ownership rate is back to 1970 levels—at
41 percent*

Just how large was the expansion of government
influence in the housing finance market? From 1990
to 2003, Fannie and Freddie went from holding 5
percent of the nation’s mortgages ($136 billion) to

1 Board of Governors of the Federal Reserve System {US),
Households; Owners’ Equity in Real Estate, Level
{OEHRENWRBSHNO], retrieved from FRED, Federal Reserve
Bank of St. Louis;
hitps://fred.stiouisfed.org/series/OEHRENWBSHNQ, May 6,
2019,

2 Norbert J. Michel and John Ligon, “GSE Reform: The
Economic Effects of Eliminating a Government Guarantee in
Housing fFinance,” Heritage Foundation Backgrounder No.
2877, February 7, 2014, p. 6,
https://www.heritage.org/housing/report/gse-reform-the-
economic-effects-eliminating-government-guarantee-
housing-finance.

3 U.5. Census Bureau, Historical Census of Housing Tables
Ownership Rates,

https:/fwww .census.gov/hhes/www/housing/census/historic
[ownrate htmi.

4 4.S. Census Bureau, Homeownership Rate for the United
States: Black or African American Alone
{BOAAAHORUSQI1S6N], retrieved from FRED, Federal
Reserve Bank of St. Louls;

more than 20 percent ($1.6 trillion).” Investors who
purchased Fannie and Freddie’s bonds and mortgage-
backed securities (MBSs) ultimately provided funds
for people to finance homes, and these bondholders
and MBS investors enjoyed implicit government
backing. It was common knowledge that taxpayers
would make good on promised cash flows if either
Fannie or Freddie were to ever fail financially. This
feature led to riskier lending than would have taken
place without such guarantees because it allowed
investors to ignore the true financial risks of those
underlying mortgages and securities.®

GSEs dominated the mortgage market in the years
leading into the crisis. Trillions of dollars of credit
flowed to those with lower credit scores, minimal
income documentation, less-stable employment
history, and scant down payments. ’ This helped
produce a doubling in overall home prices from 1998
to 2006. The collapse and financial misery which
followed hurt many of the intended beneficiaries of
these government mandates, subsidies, and
guarantees. The fact that homeownership rates for
blacks (and for the nation as a whole) are nearly
unchanged now compared with 1990 indicates
additional leverage should not be relied upon to
increase the rate of ownership. Rather than recognize
this reality, congressional inaction has expanded the
government’s role in the wake of the prior financial

https://fred stlouisfed org/series/BOAAAHORUSQ156N, May
6, 2019,

S tbid.

¢ The Congressional Budget Office {CBO) advises that “the
unpriced implicit guarantee, which reduced interest rates for
mortgage borrowers, helped cause more of the economy's
capital to be invested in housing than might otherwise have
been the case.” Congressional Budget Office, Transitioning to
Alternative Structures for Housing Finance: An Update,
August 2018, p. 7,

https://www cho gov/system/files?file=2018-08/54218-
GSEupdate.pdf.

7 “Bly the middle of 2007, there were approximately 27
million subprime and Alt-A mortgages in the U.S. financial
system—half of all mortgages outstanding—with an
aggregate value of over 54.5 trillion.” Peter 1. Wallison,
“Dissent from the Majority Report of the Financial Crises
Inquiry Commission,” American Enterprise Institute, January
14, 2011, p. 9, hitp://www.aei.org/wp-
content/uploads/2011/01/Wallisondissent pdf.




CONGRESSIONAL TESTIMONY

86

crisis, leading once again to higher home prices and
increased taxpayer risk.

The continued government guarantees and
subsidies in the wake of the housing market collapse
have dangerously propped up housing prices as
capital flowed back into the housing market. After
bottoming out 27 percent below the peak, home prices
have spiked 54 percent since 2012, more than
quadruple the rate of inflation.® Adjusted for inflation,
residential property prices in the United States by the
middle of 2018 had reached the levels of 2004—as the
prior bubble neared its 2006 climax.’

The home-price-to-income ratio now stands at
more than 3.5 (pearing the 4.0 peak in 2006),
significantly higher than the historic norm of around
2.8.19 The decline in 30-year fixed interest rates from
an average of 6.6 percent at the prior peak to a low of
just 3.88 percent as the recovery began masked the
impact of the rising home costs on affordability.
Indeed, with mortgage rates now exceeding 4.6
percent, affordability concerns are beginning to
surface again. Mortgage payments on median-priced
homes as a percentage of income bottomed out at just
12.4 percent in late 2012 as interest rates dropped and
home prices sank. This mortgage-payment-to-income
ratio is now nearing 18 percent—the highest level
since 2008."' A return to 6.6 percent 30-year fixed
mortgage rates (still below the historical average)
would increase a mortgage payment by 25 percent
even with no increase in home prices.

Inducing a continued misallocation of capital to
the housing sector through subsidies and government

8 S&P Dow Jones indices LLC, S&P/Case-Shiller U.S. National
Home Price Index [CSUSHPINSA], retrieved from FRED,
Federal Reserve Bank of St. Louis,

https://fred stloyisfed.org/series/CSUSHPINSA. The Case-
Shitler Home Price Index is an index that tracks home prices
given a constant level of quality. See S&P Dow Jones Indices,
“Real Estate: S&P Corelogic Case-Shilier Home Price indices,”
https://us.spindices.com/index-family/real-estate/sp-
corelogic-case-shiller.

? Board of Governors of the Federal Reserve System, Federal
Reserve Bank of St. Louis, Series QUSR628BIS,
https://fred.stlovisfed.org.

 Zillow Research, “Data: Definitions~-Other Metrics,”
second-to-last bullet point: “Mortgage Affordability, Rental

guarantees of MBSs will perpetuate inflated prices,
deprive other sectors of needed financial resources,
and place the burden of catastrophic risk on the federal
taxpayer. It is difficult to argue that these policies
improve the status quo for anyone other than the
lenders, securitizers, and MBS investors who will
gain additional federal protections.

Federal Housing Reforms: Several basic federal
housing reforms would substantially diminish the
negative consequences of the current system.’? Based
on The Taxpayer Protection Housing Finance Plan, a
proposal authored by American Enterprise scholar Ed
Pinto and other contributors, these policy changes
include the following:

« Eliminate the geographic price differentials
for conforming loan limits.

s Narrow the GSEs’ focus to the financing of
primary homes. This change involves
eliminating support for second homes,
vacation homes, investment properties, and
cash-out  refinancing. Tn  particular,
subsidizing cash-out refinances impedes the
likelihood of middle class families
accumulating net worth.

+  Begin a broader reduction in conforming loan
limits over five to 10 years.

As it stands now, approximately 90 percent of
GSE volume is devoted to refinances, investor
purchases, lower loan-to-value (LTV) loans, and
pricier homes purchased by higher income earners. '
In other words, the current system-—itself an

Affordability, Price-to-Income Ratio, and Household Income
are calculated as a part of Zillow's quarterly Affordability
Indices.” https://www.zillow.com/research/data/{accessed
December 13, 2018).

31 fbid.

12 peter J. Wallison and Edward 1. Pinto, eds., “The Taxpayer
Protection Housing Finance Plan: Gradually Winding Down
Fannie Mae and Freddie Mac and improving the FHA,”
Arnerican Enterprise Institute, January 2018, p. 21,
https://www.ael.org/wo-content/uploads/2018/02,
Iaxpaver-and-Home-Buyer-Protection-Housing-Finance-Plan-
1.26.18 pdf.

13 peter J. Wallison and Edward J. Pinto, eds., “The Taxpayer
Protection Housing Finance Plan: Gradually Winding Down




CONGRESSIONAL TESTIMONY

87

extension of the failed GSE framework—does little to
broadly support homeownership.

Enacting these reforms will enhance housing
affordability (particularly for first-time home buyers),
diminish systemic and taxpayer risk, and result in less
personal debt and more personal savings.

Zoning and Regulations. State and local
governments should eliminate artificial barriers to
affordability and economic growth. Federal housing
reform cannot fully mitigate the suppression of
opportunity by these misguided local policies.
Regulations are costly to businesses and individuals,
they lower real incomes, reduce entrepreneurship,
exacerbate income inequality, and increase the price
of consumer goods. Requirements for unionized
labor, minimum wages, occupational lcensing, and
zoning restrictions are just a few examples. A strong
measurable relationship exists between increases in
regulatory restrictions and increases in poverty. 1
Regulatory costs are regressive, harming lower-
income Americans the most forcing businesses that
canmot compete to prematurely automate operations
or become more selective in hiring. '’

The unintended consequences of high
regulatory burdens are often hard to see as they fall on
those least equipped to navigate the bureaucracy.
Reducing and streamlining labor, zoning, and
business restrictions could go a long way toward
increasing opportunity and prosperity in the minority

Fannie Mae and Freddie Mac and Improving the FHA,”
American Enterprise institute, January 2018, pp. 12 and 13,
hitps://www.ael.org/wp-
content/uploads/2018/02/Taxpayer-and-Home-Buyer-
Protection-Housing-Finance-Plan-1.26.18.pdf {accessed
December 13, 2018).

14 Dustin Chambers, Patrick A. McLaughlin, and Laura
Stanley, “Regulation and Poverty: An Empirical Examination
of the Relationship between the Incidence of Federat
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Mercatus Working Paper, April 2018,
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15 janna E. Johnson and Morris M. Kleiner, “Is Occupational
Licensing a Barrier to Interstate Migration?,” National Bureau
of Economic Research Working Paper No. 24107, December
2017, https://www.nber.org/papers/w24107.

communities disproportionately affected by these
burdens.

Education Choice. Failing schools contribute to a
relative lack of education, marketable skills, and other
forms of human capital, which directly impacts
earnings capacity. To better equip the next generation
to prosper, parents should be enabled to select
educational alternatives for their children. Many of
the underperforming public schools are located in
economically deprived areas with a
disproportionately large minority population.’®

Elevated numbers of students drop out before
graduation; many graduates lack proficiency in basic
reading, writing, math and specialized skills.!” The
government granted education monopoly  fails
millions of students who are subsequently unable to
effectively compete in the labor market. Education
choice options that allow students and parents to
choose the best school for them, have been shown to
help the poorest students attain better outcomes over
government assigned schools.'®

Over time, the opportunity gap between minorities
and the rest of the nation will close due to enhanced
educational quality. This will translate into greater
income and wealth accumulation.

Conclusion: Optimally, Congress will work to make
housing more affordable by gradually removing
federal guarantees and subsidies and eliminating
federal mandates. The economy will further benefit as

% Duncombe, Chris. “Unequal Opportunities: Fewer
Resources, Worse Qutcomes for Students in Schools with
Concentrated Poverty,” Commonwealth Institute, October
26, 2017,

hitps://www.thecommonwealthinstitute org/2017/10/26/un
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students-in-schools-with-concentrated-poverty/.

1 The Condition of Education 2018, National Center for
Education Statistics, U.S. Department of Education, 2018, p.
4, https://nces.ed.gov/programs/coe/pdf/coe cnb.

18 Jason Bedrick and Lindsey M, Burke, “The Next Step in
School Choice,” National Affairs, Winter 2015,
https://www.nationalaffairs com/publications/detail/the-
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CONGRESSIONAL TESTIMONY

the artificially large flow of capital to the housing These steps to diminish government interference in
market is allocated to other sectors. State and local housing finance and to unlock human potential will
governments share a responsibility to eliminate expand economic opportunities for all.

artificial barriers to housing affordability and
economic growth. In order to expand the capacity to
accumulate wealth and have access fo ecopomic
opportunity, states should pursue policies expanding
educational choice. Far too many children are trapped
in schools inadequately equipping them to succeed.
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Chairman Clay, Ranking Member Duffy and Distinguished Members of this
Committee, thank you for holding this hearing, and for giving me the opportunity to
testify about the important issue of minority homeownership in America.

My name is Jeffrey Hicks, from Atlanta, Georgia, and I am the National President of the
National Association of Real Estate Brokers (NAREB). Founded in 1947, NAREB is the
oldest predominately Black real estate trade association in America. The primary
mission is reflected in NAREB’s motto, Democracy in Housing. For 72 years the
association has worked to ensure that all Americans have equal access to
homeownership opportunities in urban, suburban and rural communities throughout
the United States and equal opportunity in the real estate profession for Black
Americans. I am honored to be here today to provide our perspectives on what NAREB
believes to be the Barriers to Minority Homeownership in the United States.

BACKGROUND

Annually, NAREB publishes the State of Housing in Black America Report (SHIBA).
The 2018 edition examined the need for federal policies to address and to bolster the
rate of Black American homeownership since previous federal policies discriminated
against Blacks which helped to create a disparity in Black American homeownership
which lags a whopping 30% behind that of White Americans. Jim Carr, Coleman A.
Young Endowed Chair of Urban Affairs at Wayne State University and senior writer of
the 2018 SHIBA Report writes, “Federal housing regulators and agencies have aggressively
pursued lending practices and policies that make access to homeownership more challenging for
Black Americans.” It is against this backdrop that I give my testimony.

Our nation has a very complicated and checkered history with providing equal and
equitable access to homeownership to Black Americans. At the end of World War 1,
when Black Americans sacrificed their lives for the cause of freedom, dignity and
human rights, the United States federal government created an economic divide
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between Blacks and Whites. “Black veterans and their families were denied the multi-
generational, enriching impact of home ownership and economic security that the G.1. Bill
conferred on a majority of white veterans, their children, and their grandchildren.” Unequal
implementation of the G.I Bill, along with federal government policies and practices at
the Federal Housing Administration (FHA) including the redlining of Black
neighborhoods were leveled against Black veterans. But at the same time financing the
construction of suburbs restricted to Whites-only and providing subsidized mortgage
financing for Whites-only set the stage for today’s wealth and homeownership gap
statistics.

In 2015, NAREB launched the “Two Million New Black Homeowners in Five Years
Program (2MN5)” with the goal of creating two million new Black American
homeowners over five years” time. As NAREB has implemented this program, it has
become painfully clear that in order to meet this objective we must have reforms to the
public policies and private practices that address the structural and systemic
discrimination embedded in the housing finance system, Together with Congress, we
must overcome the discrimination that continues to limit Black homeownership.

The homeownership rate for Black Americans is lower today than before the passage of
the Fair Housing Act of 1968...41.1% Black vs. 73.2% White, U.S. Census data for First
Quarter 2019. The reason for this “dismal reality,” as stated in NAREB’s most recent
SHIBA report, is “that Blacks have never enjoyed equal and equitable access to
mainstream mortgage credit. Rather, Black families attempting to become homeowners
have largely been trapped in a vicious cycle of predatory mortgage schemes or by an
absolute denial of access to home loans.”

Access to mortgage credit is the largest gatekeeper to the American Dream of
homeownership. Since the Great Depression or for the last 80 plus years, the U.S.
government and its quasi-government agencies and enterprises have created winners
and logers for those that want to become homeowners. For Black people, the path to
homeownership is often filled with racial and discriminatory barriers, both individual
and institutional.

Again, as stated in the 2018 edition of the SHIBA Report, “The Federal Housing
Finance Agency (FHFA) continues to support Fannie Mae's and Freddie Mac's reliance
on an outdated credit-scoring model and their practice of charging fees that far exceed
reasonable prospective losses resulting from loans insured by the agencies.” The
SHIBA Report also notes that based on the current credit models used by Fannie Mae
and Freddie Mac which are based upon 2017 Home Mortgage Disclosure Act data,
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Black applicants, overall denial rates for home-purchase loans at 18 percent were more
than double those of non-Hispanic White applicants at 9 percent.

NAREB continues to make access to affordable and sustainable home loans a high
priority on our advocacy agenda. In fact, the last three NAREB State of Housing in
Black America Reports, highlighted the promise of newer credit scoring models to
expand mortgage-credit access to borrowers who are potentially shut out by the
outdated credit models used by FHFA, Fannie Mae and Freddie Mac. When Congress
passed legislation to increase competition for scores, it represented a positive and bold
step forward for the mortgage and real estate industries, and potential Black
homeowners.

Our annual State of Housing in Black America report has repeatedly noted that
homeownership rate among Blacks has been declining from its high of nearly 50 percent
in 2004 to just above 41 percent today. Sadly, that rate is largely unchanged from the
Black homeownership rate in 1968. It is testament to the impact of federal policy and
racial bias. Discrimination throughout the homebuying process, as well as cutbacks in
government support for homeownership is taking a toll on potential Black homebuyers,
even as our unemployment rate improves.

The reality is that the Fair Housing Act of 1968 had cracks and flaws that were and are
being easily exploited. Even with many amendments over the years, the law is not
stemming discrimination in the housing market. The National Fair Housing Alliance
estimates that more than four million instances of housing discrimination take place
each year, and only a handful are ever challenged. Housing experts, such as scholar
Richard Rothstein, find that segregated neighborhoods are not an accident, but the
result of laws and policies passed by local, state and federal governments that promote
segregation and discriminatory practices. These practices continue to restrict families of
color from certain communities and neighborhoods.

It is not just lending practices and modern versions of redlining that are threats to
minority homebuyers. Government policies are also of grave concern. At some point,
Congress will consider legislation to reform the housing finance industry, and some of
the proposals already aired — covered bonds, higher down payments, prepayment
penalties, elimination of the 30-year mortgage and payment for government guarantees
— would limit homeownership to the wealthy and the privileged, as it was before the
1930s. Homeownership for Blacks and working families would drift even further away
and become unattainable for many people.

Buying a home is one of the few vehicles that working families and people of color have
used to accumulate wealth and create financial security. Equity built up in homes over
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the decades allowed many Blacks to comfortably retire, pay for college educations for
their children and start new businesses. On average, home prices appreciate annually
about 3.6 percent, allowing owners to build equity. Homeownership has also been
linked to higher academic achievement for children, safer neighborhoods and better
health outcomes.

For these reasons, NAREB has adopted three policy principles and practices that can
work to increase homeownership among minorities.

NAREB Policy Recommendations to Increase Black Homeownership

1. Promoting Homeownership as a High Priority for Public Policymakers:

»  NAREB calls for the passage of The American Dream Down Payment Savings
Plan, a proposal with bipartisan support that would function, from a tax
perspective, like the 529 College Savings Plan. Potential homebuyers would be
allowed to save in an authorized account, where the savings could grow and be
removed for the specified purpose of a tax-free down payment for purchasing a
home.

» Preservation of an affordable 30-year fixed-rate mortgage

« Support for Mortgage Interest Deduction

2. Loan Level Equality: The absence of hereditary or arbitrary class distinctions, biases
or privileges in the mortgage origination process:

¢ Same approval rates

+ Same pricing

* Same terms offered for similarly situated borrowers

» Eliminate neighborhood, zip code, or census tract price adjustments

¢ Eliminate Loan Level Price Adjustments (LLPAs)

« FHA Down Payment Assistance and underwriting changes of 2019 (rollback)

Our nation needs a fairer mortgage and underwriting process. When borrowers meet.a
minimum threshold for approval, then all interest rates and costs must be the same for
everyone. We must have loan level equality -- the same approval rates, pricing and terms
for similar borrowers without adjustments for neighborhoods, zip codes or census
tracts. We must stop lenders and secondary markets from cherry picking and charging more
for applicants of color, making their costs prohibitively higher.

3. Non-Bank Financial Institutions Should Have an Accountability Structure:
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. Examine their lending practices to ensure fair, equitable, and non-discriminatory
origination, pricing, and terms. This would also include greater accountability
and modernization of the Community Reinvestment Act to eliminate loopholes
that limit access to mortgage credit to existing and potential Black homeowners.

+ There is a growing concern about the lack of regulations for non-deposit

mortgage lenders. While these entities are the growing force, now more than 50
percent of all mortgage originations, yet there is very little federal

regulatory accountability. Thus, there are no requirements of the Community
Reinvestment Act or data collection under the Home Mortgage Disclosure Act.
On the one hand, they have expanded lending to underserved populations, but
they do so without examination or review of their lending patterns, pricing
practices or approval and denial rates. We are concerned about this lack of
accountability, and what it could mean in the future with a slower economy.

IN SUMMARY

NAREB believes these policy changes can help boost homeownership, not only for
Black Americans, but also for all Americans, and allow more working families the
opportunity to achieve the American Dream of homeownership. We must make
homeownership a priority again!

Over my 26-year career, I've experienced the joy when a family walks through the front
door for the first time as a homeowner, the pride that emboldens them and the
opportunities homeownership creates. I have also experienced the pain and sorrow,
when prospective minority homebuyers have played by the rules, had decent credit,
good salaries, strong work history and their mortgage application was denied or priced
out of what they could afford.

This shouldn’t be happening in our America.

Black Americans are experiencing housing discrimination that is limiting financial
growth, fueling the wealth gap and robbing them of financial security. Far too many
people of color are missing out on the American Dream of homeownership. One of the
few pathways to prosperity is being denied for too many Black families. This must
change.

In addition to the adoption of NAREB's policy agenda, we need lawmakers,
policymakers, local officials, homebuilders and the housing finance industry to promote

5
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homeownership. I fear the value of homeownership is being lost on our young people
and will be lost on future generations. We need to vigorously renew the importance of
homeownership to all families, regardless of their race or ethnicity. And, we need to
promote the positive effects on local and national economies and communities across
the country. We need for families to reject the false narrative that renting is better than
homebuying. We must restore the nation’s faith and commitment to homeownership so
we can envision and experience a better America.

Homeownership must remain the American Dream so future generations can flourish.

Qur great nation will never achieve its promise of a truly integrated and equitable
society until the barriers to minority homeownership and economic justice are torn
down. That will require an honest, concerted and consistent effort by the U.S. Congress,
the White House, the courts, local officials, state and federal housing and agencies, and
housing industry to make homeownership a priority again.

Today, on behalf of NAREB, 1 am issuing a Call to Action to Congress to address and
remedy key public policy issues and practices perpetuated by federal government
actors that stymie Black homeownership rates. NAREB will continue to be the
conscience of the real estate industry forever promoting Democracy in Housing.

Thank you.
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Chair Lacy Clay, Ranking Member Duffy, Chairwoman Waters, Ranking Member McHenry, and members of the
subcommittee, thank you very much for the opportunity to testify today. My name is Alanna McCargo, and |
am the vice president of the Housing Finance Policy Center, or HFPC, at the nonprofit Urban Institute, a
leading research organization dedicated to developing evidence-based nonpartisan insights that improve
people’s lives and strengthen communities. The Housing Finance Policy Center provides timely, impartial data

and analysis on how the housing finance system affects households, communities, and the broader economy.

t have seen how the housing market operates from many vantage points, having spent more than 20
years of my career in financial services and housing finance policy. | was at Fannie Mae 2002 to 2012, a period
that included Fannie Mae’s entry into conservatorship and the subsequent housing market boom, bust, and
recovery. My comments today focus on the critical role of homeownership access, affordability, and
sustainability for communities of color and the critical role that owning property plays in creating an economic
base for communities of color, helping them build wealth and econemic mobility. | will focus on black
homeownership in many of my remarks, as the state of black homeownership in America today is alarming
and in urgent need of attention and HFPC has been conducting research over the past several years to elevate
and share data to inform action on the racial homeownership gaps that persist.

The views | express today are my own and should not be attributed to the Urban Institute, its trustees, or
its funders.

President Lyndon B. Johnson founded the Urban Institute in 1968 to focus on the problems of America’s
cities and their people and to inform social and economic policy interventions that would help fight the War
on Poverty. That same year, Congress passed the Fair Housing Act, making housing discrimination against
blacks and other protected groups iliegal. President Johnson and other backers of the law understood the role
housing plays in American life, a role it still holds today. Despite the passage of the Fair Housing Act, many
systems and practices built up over time continue to maintain unjust and discriminatory biases that exclude
and inhibit families of color from owning homes and accessing financial markets and products on a level
playing field.

A significant racial and ethnic homeownership gap persists in our country: the homeownership rates of
blacks, Hispanics, and other communities of color are 30, 25, and 16 points, respectively, lower than the rate
for whites. These gaps are large by every measure, and they are worse than the gaps that existed when private
race-based discrimination was legal. We have not simply failed to make progress; we are losing ground. And
we tannot continue to go backward.

Wealth disparities exist between racial lines and between homeowners and renters. Homeowners have
significantly more wealth than renters. But black and Hispanic homeowners still have significantly less wealth
than white homeowners. Even when simply comparing home equity, the differences are stark: black
homeowners have less than half the median equity of white homeowners.

The returns on homeownership are not just financial, of course. Homeownership provides a stable place
to live and an inflation hedge because mortgage costs are generally fixed while rents tend to rise.

So how do we ensure more people of color and lower- and middle-income households can participate in
the benefits and wealth accumulation that homeownership can offer? A group of stakeholders recently
convened by the Urban Institute spent time analyzing the data and identifying the evidence-based actions
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likely to reduce racial homeownership gap. | describe the details of that work in the second half of my
testimony.

The face of our nation is changing, profoundly and literally. As communities of color increase in size, their
experiences will increasingly come to define the housing market. In this way, understanding the current state
of and barriers to homeownership for a more diverse population offers a picture of what may be to come in
our country’s housing market and, ultimately, our economy.

By 2044, no race or ethnic group will represent more than 50 percent of the population. What's more,
the overwhelming majority of new households formed from 2010 to 2030 will be nonwhite.? The
overwhelming majority of new homeowners will, accordingly, also be nonwhite, and more than half will be
Hispanic. If current trends persist, the homeownership rate will decline significantly in 2030 to 61.3 percent
overall, with whites at 70 percent, blacks at 40 percent, and Hispanics at 48 percent.

As these projections and other evidence shows, we are on a dangerous trajectory that will not result in an
equitable future for all Americans. Given the pluralistic and more diverse and multicultural future, this could
mean a future where homeownership declines overall nationwide. A steep decline in homeownership would
also mean declines in personal household wealth, family stability, and the economic prosperity of individual
neighborhoods and in the economic health of the nation.

I am often asked, given the recent history of homeownership outcomes for many communities of color, if
homeownership is still a good choice. | believe firmly that it absolutely is and that we have seen and
experienced how homeownership and housing wealth have enabled white families throughout history. Those
same benefits do not accrue as readily to minority families. But they can and they should, so we need to fix
the system. We have to remember the history of our housing markets and the role that the federal
government played in creating segregated neighborhoods and advancing explicit policies for white families to
help them purchase homes through FHA programs and other policy-based actions that directly excluded
benefits to households of color.®

Fortunately, changes are within the ability of this body and state and local governments. Evidence has
clearly helped us recognize the deep housing affordability challenges that are plaguing low-income and
middle-class families of all racial and ethnic backgrounds. Ensuring greater access and affordability to our
housing finance system, expanding options to help families move safely from renting to homeownership, and
making sure existing minority homeowners can maintain their homes and preserve housing-related weaith are
critical components of building racial wealth equity in our society and future.

My testimony initially lays out the state of minority homeownership, then offers evidence about why
homeownership remains such a powerful wealth-building tool. I conclude by offering data about the current

* Sandra Colby and Jennifer Ortman, Projections of the Size and Composition of the US Popuiation: 2014 to 2060
{Washington, DC: United States Census Bureau, 2015).

2 {aurie Goodman, Rolf Pendall, and Jun Zhu, Headship and Homeownership: What Does the Future Hoki? {Washington,
DC: Urban Institute, 2015).

3 In his recent video documentary Segregated by Design, based on his book, The Color of Law, Richard Rothstein eloquently
recounts the historical role and intentional policies that brought great wealth to white families through homeownership
and further disparity and loss to black families.
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barriers to minority homeownership and several evidence-based ideas about ways to overcome these
barriers.

The State of Minority Homeownership

As of 2017, the homeswnership rate of the four racial and ethnic categories tracked by the census showed
significant differences in homeownership rates among these groups. The biggest gap—30 points—is between
the white and black homeownership rates of 72 and 42 percent, respectively, followed by a 25-point gap
between whites and Hispanics and a 15-point gap between whites and others, a group composed primarily of
Asian Americans and Pacific Islanders.

Patterns in Homeownership Rates by Race and Ethnicity

Rates (%) Changes {percentage points})
2001 2006 2017 200106 200617 2001~-17
White 72.3 73.9 719 16 -2.0 -0.4
Black 458 46.6 418 0.8 -4.8 -4.0
Hispanic 45.4 483 47.3 39 -2.0 1.8
Other 533 58.3 56.9 5.0 -1.4 36
All X 65.8 67.3 63.9 15 -3.4 -1.9

Saource: Urban Institute calculations of the American Community Survey.
Note: “Other” primarily includes Asian Americans and Pacific tslanders.

Little Progress in 50 Years

Looking at the rates in a historical context reveals that the gap between minorities and non-Hispanic white
families in the US today is bigger than it was before the Fair Housing Act was passed. The gains made in the
first three decades after 1968 were more than erased after 2000 as forces within and beyond the housing
market aligned to reduce the minority homeownership rate and strip tremendous wealth from communities
of color.
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Homeownership Rate Gap between Whites and People of Color, 1960 and 2017
B 1960 w2017

30%

Black Hispanic Other

Saurce: Urban Institute calculations of the American Community Survey.
Note: “Other” primarily includes Asian Americans and Pacific Islanders.

Many minority homebuyers bought homes at the peak of the bubble® at higher rates than whites and
Asians and were disproportionately the victims of predators who offered subprime loans, even to those who
qualified for prime loans.® This issue didn’t just affect those buying new homes; existing minority homeowners
were targeted for predatory refinancing products that ultimately stripped equity and affordability, and they
{ost their homes to foreclosure as a result®.

At the same time, black families have not experienced as rapid a recovery as their white counterparts. As
a result, the black homeownership rate has seen the most dramatic drop of any racial or ethnic group,
declining 5 percent compared with a 1 percent decline for white families and increases for Hispanic and other

families.

The racial homeownership gap that persists has an enormously negative impact on the wealth of families
of color, who tend to have disproportionate shares of their total net worth invested in their homes and to
have fewer alternative savings and investments.

4 Bing Bai, Bhargavi Ganesh, and Aaron Williams, “An interactive view of the housing boom ond bust,” Urban Institute, Jast

updated June 2018.

S Sumit Agarwal and Douglas D. Evanoff. “Loan Product Steering in Mortgage Market,” January 21, 2013. Available at SSRN:
https://ssrn.com/abstract=2204400.

§ Laurie Goodman, “Using homes as ATMs, not homebuying fervor, was more to blame for the housing crisis,” Urban Wire,
Urban Institute, May 10, 2017, https://www.urban.orgfurban-wire/using-homes-atms-not-homebuying-fervor-was-more-

blame-housing-crisis.

Laurie Goodman and Jun Zhu, What Fueled the Financial Crisis? {Washington, DC: Urban tnstitute, 2018).




100

Middle-Aged Black Homeowners Hit Hardest

Of great concern is the severe disparity in homeownership by age. The cohort of Americans that has lost the
most ground relative to other racial and ethnic groups is middle-aged black homeowners ages 45 to 64. Having
lost their homes during the 2008 crisis, these black households find themselves unable to move back into
homeownership; in addition, they have experienced a huge blow to their personal baiance sheet and wealth
that will be difficult to recover as they approach retirement age. Homeownership for middle-aged biack

families declined 9 percent from 2001 to 2016, compared with 3 percent for middle-aged white and Hispanic
families.

Changes in the Homeownership Rate by Age and Race or Ethnicity, 2001-16

#White = Black wHispanic = Other
Percent changein homeowriership

&

Ages 44 and younger Ages 51064 Ages 65 and older

Seurce: American Community Suivey, UEWARINSTITUTE
Married black households—traditionally the group most likely to own homes—lost more ground than

single-headed black households. These trends will affect retirement prospects’ for black Americans and their
ability to pass wealth to the next generation.

7 Rodney Brooks, “Declining Black Homeownership Has Big Retirement implications,” Forbes, May 10, 2017,
https://www forbes.com/sites/nextavenue/2017/05/10/declining-black-homeownership-has-big-retirement-
implications/#794ef7a8e90c/.
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Changes in the Homeownership Rate by Family Structure and
Race or Ethnicity, 2001-16
' White! -« Black. & Hispanic = Other
Percent change i homeownership
4

(A}

Married Single men Single women

Source: American Community Survey. DREAKINSTITUYE

An Unprecedented Generational Retrocession

The history of homeownership by generation is particufarly troubling. This view shows that the prospects for
black homeownership have gone from hopeful to pessimistic in only 15 years.

About half of black people born in the last 10 years of the baby boom (1956-65) were homeowners by the
time they turned 50. The early Gen Xers (born 1966~75) had a higher homeownership rate in 2000 (when they
were in their late 20s and early 30s) than the late boomers had enjoyed in 1990. But the financial and housing
crisis slowed early Gen Xers' transition into homeownership from 2000 to 2010 {when they were in their 30s
and early 40s) and caused more of this generation to lose their homes than to become owners after 2010, This

retrocession is unprecedented for any other generation or age group.

The picture only gets worse for younger black generations. Those born from 1976 to 1985—Ilate Gen Xers
and early millennials—have barely begun their homeownership transition, but they're getting an even slower

start than either of the two older cohorts.

Minority Homeownership and Millennials

The Housing Finance Policy Center has published studies on the homeownership patterns of the 75 million
millennials who, at 21 to 37 years old, have just entered peak household formation years but are becoming
homeowners later in life and at lower rates than previous generations. The homeownership rate of miliennials
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between the ages of 25 and 34 was 37 percent in 2015,® approximately 8 percentage points lower than the
homeownership rate of Gen Xers and baby boomers at the same age. If the homeownership rate for
millennials had stayed the same as previous generations, about 3.4 million more miilennials would be
homeowners today.

Homeownership among Baby Boomers, Gen Xers, and Millennials in 2015

Years Current Homeownership at age
Generation born Age Population homeownership (%) 25-34 (%)
Millennials 1981-97  18-34 75,170,263 32.2% 37.0%
Gen Xers 1965-80  35-50 66,441,487 60.4% 45.4%
Baby boomers 1946-64  51-6% 74649971 75.0% 45.0%

Sources: 1990 and 2000 Decennial Censuses and the 2015 American Community Survey,

This research established that delayed marriage had the most significant impact on millennial
homeownership followed by the increasing diversity of millennials. In other words, the lower homeownership
rates of communities of color means that an increasingly diverse population will have lower overall
homeownership rates, if current trends continue. We also noted with concern in our study that if these trends
were left unchecked, greater wealth disparities were likely to emerge among white, black, and Hispanic
millennials.

Despite the low homeownership rate, a recent study by Freddie Mac finds that about 33 percent of
millennials are mortgage ready, based on credit scores and debt-to-income ratios. Over 90 percent of these
young adults can afford homes in the metropolitan statistical area (MSA) they live in when the house prices
for the market are considered.® Though smaller shares of black and Hispanic millennials are mortgage ready
(20 and 29 percent), significant numbers—over 1.7 million black and 4.6 million Hispanic millennials in the 31
largest MSAs—could become homeowners.*?

The Geagraphic Contours of the Homeownership Rate Gap

The drop in black homeownership has not been uniform. Some regions have wider gaps than others, but no
cities have closed the gap. | have mapped this in the 100 cities with the largest number of black households. "

8 jung Hyun Choi, Jun Zhu, Laurie Goodman, Bhargavi Ganesh, and Sarah Strochak. Millenniol Homeownership: Why fs it So
Low, and How Can We Increase 117 {(Washington, DC: Urban Institute, 2018).

 “Industry Insight: Expanding Homeownership to the Millennial Market,” Freddie Mac, accessed Aprit 19, 2018,
http:/fwww. freddiemac.com/singlefamily/community_lenders/news/20170622_expanding_homeownership. html.

18 { aurie Goodman and Sarah Strochak, “More than 19 million millennials in 31 US cities are ready to become
homeowners,” Urban Wire, Urban Institute, September 26, 2018, hitps://www.urban.org/urban-wire/more-18-milfion-
miltennials-31-us-cities-are-ready-become-homeowners

1 Manna McCargo and Sarah Strochak, “Mapping the black homeownership gap,” Urban Wire, Urban Institute, February
26, 2018, https://www.urban.org/urban-wire/mapping-black-homeownership-gap.
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The dots’ color represents the disparity’s magnitude, and the dots’ size is scaled to the number of black
households in the MSA.
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the 100 cities with the largest black populations has a black homeownership rate close to the white
homeownership rate. Even in places where black households are the majority, like Albany, Georgia, the gap
persists. In general, the gaps are smaller in the South and the West. Northeastern and Midwestern cities have
the widest homeownership gaps between black and white residents. Four of the five metropolitan areas with
the largest number of biack households—Atlanta, Chicago, New York City, Philadelphia, and Washington, DC—
are in this region. The two cities with the biggest gaps—Minneapolis, Minnesota, at 50 percent and Albany,
New York, at 49 percent—are also in this region. Of the 100 cities we reviewed, northern cities tend to have
larger gaps than cities in the South and on the West Coast.

Similar trends exist for Hispanic population in these places. Of the 100 cities with the largest number of
Hispanic househoids, only one city, £l Paso, TX, has a higher Hispanic homeownership rate than white
homeownership rate. The cities with the largest gaps are clustered in the Northeast, while the Southwest has
much smaller disparities.

Widest and Smallest Hispanic Homeownership Gaps

White Hispanic Hispanic
homeownership homeownership homeownership
rate rate gap
Widest gaps
1 Springfield, MA 74.1% 24.5% 49.6%
2 Worcester, MA-CT 70.8% 23.7% 47.1%
Hartford-West Hartford-East
3 Hartford, CT 75.8% 30.4% 45.4%
4 Rochester, NY 73.7% 30.8% 42.9%
5 Providence-Warwick, R-MA 66.3% 24.6% 41.7%

Smallest gaps
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96 Albuguerque, NM 73.1% 65.6% 7.5%
97 Las Cruces, NM 64.9% 58.4% 6.5%
98 Laredo, TX 70.1% 64.1% 6.0%
99 Santa Fe, NM 71.9% 69.5% 2.3%
100 ElPaso, TX 57.6% 62.0% -4.3%

Source: American Community Survey.
Note: Data as of 2016.

Homeownership: Still the Best Way to Build Wealth in the US

An important threshold question for this conversation is whether homeownership is truly the valuable wealth-
building tool for families for which it is often credited. | believe that the preponderance of the evidence shows
that it is, but also note that the benefits do not seem to accrue as readily to minority families as they do to
white families.

Homeowners have significantly more wealth than renters. In 2016, the median homeowner had a net
worth of $231,42—more than 40 times the median net worth of renters, which stood at just $5,202. But black
and Hispanic homeowners still have significantly less wealth than white homeowners. The median net worth
for black and Hispanic homeowners was $98,910 and $105,200 respectively, compared to $276,680 for white
homeowners. Even when comparing home equity, the differences are stark: biack homeowners had a median
home equity of $56,000, less than half the $113,000 median for white homeowners.

The returns on homeownership are not just financial, of course. Homeownership provides a stable place
to live and an inflation hedge because mortgage costs are generally fixed while rents tend to rise with
inflation. Many studies have shown that, on average, those who bought homes before the crisis built more
wealth than similarly situated renters, even taking into account the wealth effects of those who could not
sustain homeownership during the crisis.

Homeownership is not the panacea for all financial ills, but the financial returns on homeownership have
been more beneficial than renting for most homeowners and will likely remain so if current patterns continue.
This has been true for generations of white families who have benefited from homeownership and equity
building, generational transfers of wealth, and greater net worth overall and should be more accessible and

equitable as a wealth building tool for households of color.

Recently, my colleague Laurie Goodman wrote an extensive research paper™ published in the Journal of
Economic Perspectives where she and Columbia Business School Professor Christopher Mayer showed that
homeownership remains highly beneficial for most families, offering both financial gains and a way to build
wealth.

Homeownership is especially beneficial for those who expect to own their home for long enough to
overcome the sizable transactions costs and the cyclical volatility of home prices. It provides stability in the

12 Laurie Goodman and Christopher Mayer. 2018. Homeownership and the American Dream. Journal of Economic
Perspectives. 31 (1): 31-58. Available at
https://www urban org/fsites/defauit/files/publication/9622 1 /homeownership_and_the_american_dream_Q.pdf
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form of often-fixed monthly payments and is a powerful mechanism for forced savings that comes with paying
the mortgage each month.

Communities of Color Have Not Accrued the Same Gains from Homeownership

Even when minority families do achieve homeownership, they don’t reap the same benefits as white families.
Our recent research shows, for example, that the inflation-adjusted average housing wealth at age 60 or 61 for
white households in 2015 was $124,000, compared with $54,000 for black households, a 57 percent gap.*®* We
have identified three reasons for the difference in benefits achieved from homeownership between black and
white families:

#  Black homebuyers buy less expensive first homes with more debt than white homebuyers.

#  Black households buy homes later in life than white households

% Black homeowners are less likely to sustain their homeownership than white homeowners
BLACK HOMEBUYERS BUY LESS EXPENSIVE FIRST HOMES WITH MORE DEBT THAN WHITE
HOMEBUYERS.
The average first home purchased by black homebuyers is valued at $127,000, compared with $139,000 for
white homebuyers. Yet black homebuyers, on average, have higher mortgage debt {$90,000) than white
homebuyers {$75,000). Surprisingly and notably, the difference in mortgage debt ($15,000} is larger than the
difference in the home value ($12,000}.

The higher mortgage debt relative to the house value suggests that black households fall behind in their
journey to building future wealth at the initial purchase. Higher mortgage debt not only lowers current and
future wealth but could also be a barrier to moving and realizing housing wealth gains.

Value of First Home and First Mortgage Debt

$132.415

$1264609

White Black White Black

First home value First mortgage debd
Source: Urba Institute calcltation tsing the: UREANINSTITUTE

Panel Study of Income Dynamics.

13 Jung Hyun Choi, Alanna McCargo, and Laurie Goodman, “Three differences between black and white homeownership
that add to the housing wealth gap,” Urban Wire, Urban Institute, February 28, 2019, https://www.urban.org/urban-
wire/three-differences-between-black-and-white-homeownership-add-housing-wealth-gap.
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BLACK HOUSEHOLDS ARE MORE UIKELY TO BUY HOMES LATER IN LIFE

Qur previous research makes it clear that buying a home at a younger age leads to greater wealth in
retirement. Eighty-seven percent of white homeowners bought their first homes before age 35, compared
with only 53 percent of black homeowners. Not only are black households less likely to buy their homes
young, 18 percent of them never own a home before turning 60 or 61.

Delaying homeownership affects future housing wealth. For both black and white households, those who
bought their homes before age 35 have the greatest return on housing at age 60 or 61. Because a greater
proportion of black homebuyers buy their first homes later in life, their future housing wealth is stunted. But
the black households who did buy their homes in the same age bucket as white households still have
substantially lower housing wealth than white households at age 60 or 61. This suggests that the age of buying
does not fully explain the black-white housing wealth gap.

BLACK HOMEOWNERS ARE LESS LIKELY TO SUSTAIN THEIR HOMEOWNERSHIP

Average Housing Wealth at Age 60 or 61

wWhite # Black

$125,920

$116,888

346,632

Younger than 35 35 to a4 A45.gr older
Age at buying first home
Source: Urbar institute calowlation using the Panel FHEANINBTITUTE

Study of lncome Dynamics:

The number of black homeowners who transition to rental housing before turning 60 or 61 is substantially
higher than white homeowners. For example, of the households who purchased their first home after age 44,
34 percent of black homeowner households switched to rental housing, while only 9 percent of white
households did so. This suggests that black households are less likely to sustain their homeownership after
first buying, which aggravates their future wealth-building potential.

We found that black households who sustained their homeownership had more than $23,500 higher
housing wealth at ages 60 and 61 than black households who moved from owning to renting during their lives.
Although this amount does not close the housing wealth gap, it suggests that another crucial factor in
narrowing the wealth disparity is sustaining homeownership.

14 Jung Hyun Choi and Laurie Goodman, “Buy young, earn more: Buying a house before age 35 gives homeowners more
bang for their buck,” Urban Wire, Urban Institute, November 8, 2018, https://www.urban.orgfurban-wire/buy-young-
earn-more-buying-house-age-35-gives-homeowners-mare-bang-their-buck.
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The Widening Racial Wealth Gap Makes Expanding Access to This Wealth-Building Tool
Critical

The wealth gap in our country is growing, both between races and ethnicities and between owners and

renters.

Median Family Wealth by Race/Ethnicity, 1963-2016

1988 white families
held 11x more wealth Hi
thanHispanicfamilies

£ 1963 white farillies B8
B held 8% morswealth N
than black Famiiles

HISPANIC

Source: Urb: i i ey of Financist istics of Consumers 1963 {December 313, Survey of Chianges in Family Finances 1963, and Survey of Consumer Finances
1983-2036,

Notes: dalars are avaifabie en 1943 and 1983, ispanic distincti i i i it in 1983 and &
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In 2016, the median wealth of white families was 10 timesgreater than the netwealth of black families and
8 times greater than Hispanic families.’®

Our latest research on millennial homeownership*® quantifies how parental homeownership influences
their children’s homeownership, a factor which contributes to the wealth gap. We show that the children of
homeowners are more likely to be homeowners than the children of renters by 7 to 8 percentage points, all
else being equal.

The homeownership rate for young adults also increases linearly with increases in parental wealth. A 10
percent increase in parental wealth increases a young adult’s likelihood of owning a home by 0.15 to 0.20
percentage points. Only 14 percent of millennials whose parents have a net worth below $10,000 are
homeowners, but 36 percent of millennials whose parents have $300,000 or more in net worth are
homeowners.

15 Signe-Mary McKernan, Caroline Ratcliffe, C. Fugene Steuerle, Caleb Quakenbush, and Emma Kalish, “Nine Charts about
Wealth Inequalityin America (Updated),” Urban Institute, October 5, 2017, http://apps.urban.org/features/weaith-

inequality-charts/.

16 Jung Hyon Chol, Jun Zhu, and Laurie Goodman, “is homeownership inherited? A tale of three millennials,” Urban Wire,
Urban Institute, August 2, 2018, https://www.urban.org/urban-wire/homeownership-inherited-tale-three-millennials.
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We don’t know exactly why homeownership is an inherited trait. Do children of homeowners just learn
about the importance of owning a home from their parents, or do they get real financial support and advice
from their parents or both? Whatever the connection, we have established that the difference in parental
homeownership and wealth explains 12 to 13 percent of the 24-percentage point homeownership gap
between black and white young adults.*’

Narrowing the racial gap in the homeownership rates will be critical to narrowing the racial wealth gap in
this country for the next generation.

Solutions for Racial Homeownership Gap

The Urban Institute has been researching and convening stakeholders concerned about the persistent racial
homeownership gap to determine steps from moving from research to action. A group of stakeholders
concerned about this persistent homeownership gap convened a roundtable planning discussion with Urban
Institute's Housing Finance Policy Center in November 2018. The discussion sought to identify actions which,
evidence has shown, are likely to reduce the racial homeownership gap and also covered the need to break
down the barriers and solutions across racial fines as interventions and the priority of each may differ. It has
also led to additional research publications on addressing the racial homeownership gap.

Several themes emerged from the roundtable, first and foremost is the need to promote an equitable
and accessible housing finance system.

Promoting an Equitable and Accessible Housing Finance System

I believe that the current US housing finance system needs to be reformed to serve ali people and markets
more equitably. Credit access has tightened following the financial crisis. The median credit score for purchase
mortgages in March 2019 was 732, significantly higher than the median of 692 in 2000, a period of reasonable
lending standards.® Because minorities are more likely to have lower credit scores or thin or no credit files
because of historical structural barriers in accessing banking and credit products, mortgage credit has become
more difficult for minority households to obtain.*®

SAFELY EXPAND ACCESS TO CREDIT

There are millions of creditworthy families stuck renting because of the difficulty of getting a mortgage loan.
You cannot buy a property in most places in America without a mortgage given the higher cost of housing.

According to HFPC research based on Home Mortgage Disclosure Act data, it was so hard to get a mortgage
between 2009 and 2015 that lenders failed to make 6.3 million mortgages because of overly tight credit®. If

37 Jung Hyon Choi and Laurie Goodman, “What explains the gap between black and white young adults?” Urban Wire,
Urban institute, November 20, 2018, hitps:/Awww.urban.org/urban-wire/what-explains-homeownership-gap-between-
black-and-white-young-adults.

18 Housing Finance Policy Center, Housing Finance ot g Glance: A Monthly Chartbook {Washington, DC: Urban Institute,
April 2019).

19 Lariece M Brown and Jaya Day. 2019. Role of Credit Attributes in Explaining Homeownership Gap in the Post-Crisis
Period, 2012-2016. Available at SSRN: hitps://papars.ssrn.com/sol3/papers.cfmPabstract_id=3327483

20 ayrie Goodman, tun Zhu, and Taz George. The fmpact of Tight Credit Standards on 2008-13 Lending. {Washington DC:
Urban Institute, 2015).
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tending standards had been more reasonable based on periods of safer products, at least this many more
mortgages could have been made. Black and Hispanic households have been disproportionately affected by
overly tight mortgage lending standards—and they constitute a surprisingly large share of the 6.3 million loans
that were not originated because of tight credit during the 2009 to 2015 period®®. Loans to black and Hispanic
borrowers declined by 50 percent and 38 percent respectively, compared with a decline of 31 percent for
white borrowers. Loans to Asian borrowers increased 8 percent. Our research suggests that tight credit is not
just an issue for the health of the overall economy but also affects racial and ethnic groups significantly. Very
restricted lending standards leave us with the unfortunate reality that large shares of low- and moderate-
credit black and Hispanic households may remain outside the credit box until policymakers take action to
expand it. Qur Housing Credit Availability Index, published quarterly by HFPC, continues to show that there is
still plenty of room to safely expand the credit box and to lend to millions more minority families across all
channels, GSEs, and government??,

UPDATE CREDIT SCORING SYSTEMS

It is worth noting that lending disparities, residential segregation, and discrimination does influence credit
score disparities by race that persist today, pointing to deeper systemic considerations.? While credit
decisions are increasingly being made by computer algorithms, there is a well-documented tendency? for
these systems to disadvantage black househoids. In the current credit system, payments such as rent, cell
phone, and utility payments are not incorporated in traditional credit score models used for mortgage
underwriting. Including rental payment history in credit scoring models or into the underwriting process in a
more standard way could help more black households access to credit without increasing the default
probability.®

New credit scoring also needs to address the racial biases embedded in the existing system. Recent
studies show that black borrowers were more likely to be given high-cost mortgages during the housing
market boom?®® and both traditional and nontraditional {fintech) lenders are charging higher interest rates for
the black population with financial records similar to those of whites.?’ If financial institutions do not serve all
communities in the market, inequities will continue.

21 L aurie Goodman, Jun Zhuy, and Taz George, “Tight credit has hurt minority borrowers the most,” Urban Wire, Urban
Institute, April 7, 2015, https://www.urban.org/urban-wire/tight-credit-has-hurt-minority-borrowers-most.

22 HFPC’'s Housing Credit Availability Index is available at https://www.urban.org/policy-centers/housing-finance-poticy-
center/projects/housing-credit-availability-index

2 Gregory Squires. 2017. The Fight for Fair Housing: Causes, Consequences, and Future Implications of the 1968 Federal
Fair Housing Act. New York, NY. Routledge.

2 (FPB Office of Research. Data Point: Credit Invisibles. (Washington, DC: Consumer Financial Protection Bureau, 2015).

% Laurie Goodman and Jun Zhu, “Rental pay history should be used to assess the creditworthiness of mortgage
borrowers,” Urban Wire, Urban Institute, April 17, 2018, htips://www.urban.org/urban-wire/rental-pay-history-should-be-
used-assess-creditworthiness-mortgage-horrowers

% patrick Bayer, Fernando Ferreira, and Stephen L. Ross. 2017. “What Drives the Racial and Ethnic Differences in High-Cost
Mortgages? The Role of High-Risk Lenders.” Review of Financial Studies 31 (1}: 175-205.
hitps://academic.oup.com/ris/farticle/31/1/175/3782656

27 Robert Bartlett, Adair Morse, Richard Stanton, and Nancy Wallace, 2018. Consumer-Lending Discrimination in the Era of
FinTech. UC Berkeley Public Law Research Paper. https://faculty.haas berkeley.edu/morse/fresearch/papers/discrim.pdf
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MODERNIZE UNDERWRITING STANDARDS AND MODELS

Underwriting models need to be updated to recognize changes in households and job employment trends.
This isn’t simply an exercise in tightening up credit standards but rather fully reexamining how credit is
evaluated; default models, credit scoring, and volatile measures like debt to income (DTY) ratios being used as
blunt measures of creditworthiness need to be reviewed. With the massive data and technological
advancements happening in and around the housing market, it is critical that underwriting measures keep
pace, and that systems are re-tooled as we build out our knowledge and understanding of what works.
Today's homebuyers are far more diverse, earning income in different ways, living in different household
arrangements and going about the homebuying experience in a completely different way thanks to
technology. It is past time that we improve methods of assessing credit worthiness and evolve to meet

prospective homebuyers where they are.

The government-sponsored enterprises (GSEs} are exploring some ideas in this area, such as considering
income of nonborrower household members. Similar initiatives need to be undertaken recognizing income
variability, and recognizing that freelance, part-time, and self-employment work are increasingly important
sources of incomes for individuals and families. Removal of certain thresholds and caps in underwriting
standards would help address some of these issues and would improve accessibility to sustainable mortgages
for creditworthy people. Reevaluating the right levels for debt to income, considering credit scoring
alternatives, including different forms of credit history, determining what the right level of savings and assets
needs to be are all in need of review. These are ways in which underwriting and underlying systems and

models to evaluate consumers can be modernized to meet the needs of current and future consumers.

MODERNIZE FHA

The federal government housing programs, notably FHA and VA insurance programs, are the primary channels
supporting access to mortgages for black and Hispanic families. It is critical that conversations about housing
finance reform are comprehensive and include the reforms and investments needed in these critical
government insurance programs as well as changes needed to improve the conventional mortgage market’s
service to communities and people of color.

In today’s disjointed structure, FHA and government programs are operating one way and GSEs are
operating differently, and they are serving minority and first-time homebuyers differently and less efficiently
as a result. The United States cannot rely on the private mortgage market alone to keep the housing finance
system robust for first-time homebuyers or seniors who want to downsize or age in place. The FHA, as well as
the US Department of Agriculture and the US Department of Veterans Affairs, are particularly critical for the
first-time homebuyers, minority borrowers, military families, and lower-income borrowers with limited capital
to put towards down payment. These programs offer low down payment structures that remove a critical
barrier to entry for many families and extend reach to lower- and middle-income homebuyers.

Continued investments in technology modernization and increased staff capacity for the homeownership
programs at FHA require a plan and appropriations to manage a complex effort to improve the agency and its
ability to effectively serve more underserved consumers and work efficiently with lenders to ensure FHA reach
is funneling to all communities through financial institutions in those communities as well as nonbank lending
institutions that serve these communities. GSEs should place significant emphasis on strengthening access to
conventional lending for minorities as well as scaling all efforts on Duty to Serve to bring more liquidity and
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lending to underserved markets, and considering specifically including historically segregated and undervalued
markets.

Share of Purchase Loans by Channel and Race or Ethnicity

® Black # Hispanic W Asian “ White

FHA

VA
Conventional

All

0% 10% 20% 30% 40% 50% 60% 70% 80% 0% 100%
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Source: Home Mortgage Disclosure Act records.
Notes: FHA = Federat Housing Authority, VA = US Department of Veterans Affairs. includes 2017 purchase originations.

Share of Purchase Loans That Are FHA-Insured by Race or Ethnicity

Black Hispanic Asian White Al
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Source: Home Mortgage Disclosure Act records.
Note: includes 2017 purchase originations.
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IMPROVE DOWN PAYMENT ASSISTANCE PROGRAMS

Securing enough cash for closing and a down payment is another barrier to homeownership. More than half of
renters view a down payment as the major obstacle to buying a home.?® Also, many are unaware® of available
low down payment mortgage options, or of the vast number of down payment assistance programs available
locally. Increasing the visibility of and access to down payment programs will be especially beneficial to young
biack home buyers, who are less likely to receive parental support than white young adults.® Designing and
implementing down payment and savings programs, making them easy to access through counseling, real
estate, and lending professionals, and enhancing overall awareness of the available state, city, county, and
federal programs would help black households and renters who could be first-time buyers access
homeownership. New ideas that ensure priority and focus on funneling down payment capital to historically
redlined communities will help ensure that needed capital and support is made available in the places and to
the people who need it the most.

CREATE A ROBUST SMALL-DOLLAR MORTGAGE MARKET

Our research on lending in low-cost housing markets in the US shows that more needs to be done to improve
access to small-doliar mortgage loans for properties at the low end®. Although there is significant focus on the
high cost markets and affordability, there remains swaths of affordable properties at the low end that are not
able to be purchased by owner-occupants because they are not able to buy in cash and cannot access
traditional mortgage market for purchase. in 2015, there were over 630,000 home sales recorded under
$70,000. Only one in four of those sales was mortgaged. Allthough housing prices have surpassed the 2006
peak, many homes in low-cost markets are sold for less than $70,000. in these markets, many of which include
large black renter populations, expanding access to small-dollar mortgage loans could be a solution to help
more black households gain greater access to affordable and sustainable homeownership. Expanded access to
micromortgage financing could help in markets with affordable housing stock in stable neighborhoods in
places like Cleveland, Pittsburgh, Rochester, and St. Louis. Micromortgage financing programs can assist
renters with a transition to homeownership or help existing homeowners with renovation and repair financing
to upgrade or modify their home in order o sustain homeownership.

Additional areas of priority have emerged from a roundtable convening and new Urban Institute research
that will also help reduce the racial homeownership gap:

#  tackling housing supply constraints and affordability

= focusing on sustainable homeownership and preservation

#  accelerating outreach and counseling for renters and mortgage-ready millennials
#  advancing policy solutions at the local fevel

28 | aurie Goodman, Alanna McCargo, Bing Bai, Edward Golding, and Sarah Strochak. Borriers to Accessing Homeownership:
Down Pavment, Credit, and Affordability, (Washington, DC: Urban tnstitute, 2018).

2 Fannie Mae, “What Do Consumers Know About the Mortgage Qualification Criteria? ” December 2015. Available at
http://www.fanniemae.com/resources/file/research/housingsurvey/pdf/consumer-study-121015.pdf

3 Kerwin Kofi Charles and Erik Hurst. 2002. The Transition to Home Ownership and the Black-White Wealth Gap. The
Review of Economics and Statistics. 84 (2}: 281-297.

31 Alanna McCargo, Bing Bai, Taz George, and Sarah Strochak. Small-Dollor Mortgages for Single-Family Residential
Properties. {Washington, DC: Urban Institute, 2018).
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Tackle Housing Supply Constraints and Affordability

Over the next decade, an additional 13~16 million new households will be formed, the US population will get
older and have different housing needs, and the housing needs of people of color will increase rapidly. This
feads to increases in home prices and rents, a trend that will continue for the foreseeable future, absent
significant policy changes.

Between 2010 and 2030, household growth will be reasonably robust; and, notably, the overwhelming
majority of that growth will be nonwhite: 77 percent between 2010 and 2020, and 88 percent between 2020
and 2030 By 2030, Hispanic families will account for 56 percent of new homeowners. Households headed by
someone age 65 or older will also expand dramatically, by nearly 20 million between 2010 and 2030,%

High land and labor costs have constrained the construction of new housing, and have significantly driven
up house prices over the past decade. The number of new housing starts in 2018 is below that of the 1960s
when the total US population was only about 55 percent of what it is today. in 2018, while 993,000 new
households were created, only 823,000 new housing units were completed, creating a shortage of 171,000

units,

Not only is housing inventory low, but the specific types and costs of homes that are in demand and the
types and costs of homes that are being built are not well matched. As building costs increase, a greater
portion of construction occurs at the higher end of the market, which does little to relieve constraints on
housing supply at the lower end of the market, and may result in price increases in gentrifying neighborhoods.
This makes it even more difficult for low-income black homeowners, who often have lower incomes and fewer
assets than their white counterparts, to find an affordable home.

Acknowledging the severity of the problem, some cities have taken bold actions to reform zoning and land
use regulations. For example, Minneapolis recently eliminated all single-family zoning and allowed triplexes to
be built in any part of the city®. Factory built housing production, like manufactured and modular housing, can
also be a solution to the homeownership affordability and supply problem®. Contrary to the common
perception, recent research highlights that some manufactured homes appreciate at similar rates to site-buiit
homes®. Manufactured housing has changed over the years and could be an affordable solution for helping
blacks get on the path to homeownership.

32 L aurie Goodman, Rolf Pendall, and Jun Zhu. Headship and Homeownership: What Does the Future Hold? (Washington,
DC: Urban institute, 2015},

33 Jung Hyun Choi, Laurie Goodman, and Bing Bai, "Four ways today’s high home prices affect the larger economy,” Urban
Wire, Urban Institute, October 11, 2018, https://www.urban.org/urban-wire/four-ways-todays-high-home-prices-affect
larger-economy.

34 “Next50 Housing,” Urban Institute, accessed April 24, 2019, https://next50.urban.org/question/housingfiproduce-more-
housing-more-cheaply.

35 Laurie Goodman, Edward Golding, Alanna McCargo, and Bhargavi Ganesh, “Manufactured homes couid ease the
affordable housing crisis. So why are so few being made?” Urban Wire {blog), Urban Institute, January 29, 2018,
hﬁps:,f'/\,vww.urban.org/uz’ban—wire/manufactmed-homes-couid-ease-aﬁerdabie-housing'cr’isis»so—whv-are~so-few-being~
made.

3 Laurie Goodman, Edward Golding, Bing Bai, and Sarah Strochak, “New evidence shows manufactured homes appreciate
as well as site-built homes,” Urban Wire {blog}, Urban Institute, September 13, 2018, https://www.urban.org/urban-
wire/new-evidence-shows-manufactured-homes-appreciate-well-site-built-homes.
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Focus on Sustainable Homeownership and Preservation

Addressing the net losses in homeownership rates for minorities holistically requires both creating new
minority homeowners and sustaining existing homeowners. Not only do communities of color have lower
homeownership rates than whites, but they are also less likely to sustain their homeownership. For example,
our research® shows that among the households who bought their first homes after age 44, only 9 percent of
white households switched to rental housing compared to 34 percent of black households. A substantially
greater share of the black population experienced foreclosures following the 2007 housing market crisis.®.

Failing to sustain homeownership directly impacts future wealth. The homeowners who were not able to
sustain their homeownership had significantly lower wealth3 near retirement age. Helping homeowners
access and maintain homeownership can aiso reduce wealth inequality for future generations, as shown by
our integrational homeownership research discussed above.

Research shows that post-purchase counseling and third party representation significantly lower a
homeowner's likelihood of losing their home.*® Promoting heaithy mortgage servicing® relationships and loss
mitigation options is another effective strategy, particularly in situations where natural disasters pose a risk to
sustainability. Developing a measure for evaluating the risk of foreclosure could also lead to early
interventions to prevent foreclosure and substantial wealth losses.

Additional work is needed in developing tools and programs to support cost-burdened homeowners¥—
including minority seniors or long-time homeowners—wha live in volatile neighborhoods with a risk of
increasing taxes and insurance costs or in homes that are aging and need significant renovations or repair but
lack the financial capacity to do so. These rising costs could increase the risk of losing a home or being
displaced.

In addition, ensuring that mortgage servicing and foreclosure mitigation programs direct assistance to
vulnerable homeowners who are experiencing qualified hardships is a key part of sustainability. Programs

37 Jung Hyun Choi, Alanna McCargo, and Laurie Goodman, “Three differences between black and white homeownership
that add to the housing wealth gap,” Urban Wire, Urban Institute, February 28, 2019, https://www.urban.org/urban-~
wire/three-differences-between-black-and-white-hameownership-add-housing-wealth-gap.

3% Dehbie Gruenstein Bocian, Wei Li, and Keith Ernst._foreclosures by Roce and Ethnicity: The Demographics of o Crisis.
{Washington, DC: Center for Responsible Lending, 2010},

# Jung Hyun Choi, Alanna McCargo, and Laurie Goodman, “Three differences between black and white homeownership
that add to the housing wealth gap,” Urban Wire, Urban institute, February 28, 2019, https://www.urban.orgf/urban-
wire/three-differences-between-black-and-white-homeownership-add-housing-wealth-gap.

40 Corianne Payton Scally, Camille H. Anoll, Jung Hyun Choi, Patrick Spauster, Leah Hendey, Diane K. Levy, and Bing Bai.
Responding to a Crisis: The National Fereclosure Mitigation Counseling Progrom, 2008-2018. (Washington, DC: Urban
institute, 2019).

4 “What Is Mortgage Servicing?” the Urban Institute, accessed April 24, 2019, https://www.urban.org/policy-
centers/housing-finance-policy-center/projects/mortgage-servicing-collaborative /help-me-understand-mortgage-
servicing/what-mortgage-servicing.

*2 Laurie Goodman, and Bhargavi Ganesh, “Low-income homeowners are as burdened by housing costs as renters,” Urban
Wire {blog), Urban Institute, June 14, 2017, https:/fwww.urban.org/urban-wire/flow-income-homeowners-are-burdened-
housing-costs-renters.
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could be designed as an add-on to unemployment benefits, a tax credit, or an insurance or savings program
provided through the mortgage process to help keep people in their homes.

As housing markets heat up and gentrify, minarity households are facing a greater risk of displacement in
many communities across the country. Although empirical results are mixed due to data limitation and
methodological challenges, several existing studies® find that extensive gentrification is happening in major
cities and blacks, especially those who are less educated, are especially vulnerable to displacement could help
iocal policymakers and community leaders take timely actions to prevent blacks—both owners and renters—
from Josing their homes.* Knowing displacement triggers, and creating tools to identify and get ahead of
them, will g0 a long way to helping enable and sustain homeownership among blacks, and is of concern
particularly for the black senior population, which has seen a steady decline in homeownership rates overall.

Accelerate Outreach and Counseling for Renters and Mortgage-Ready Millennials

As discussed above, millennials have significantly lower homeownership rates compared to young baby
hoomers and Gen Xers at the same age yet nearly 6.3 million minority millennials are mortgage-ready in the
nation’s 31 largest MSAs. Reaching out to this population will be critical to reducing racial homeownership
gaps in the future. Assuming that most mortgage-ready black millennials are renters today, outreach that
educates and counsels the upside of homeownership to current renters should be a key part of the strategy.
Because blacks are significantly less likely to buy a home at an earlier age than whites,” the housing wealth
gap will widen by retirement age if this trend continues. Helping black renters gain access and understanding
of homeownership tools at an earlier age by providing incentives such as a first-time homebuyer tax credit, or
significant down payment assistance would provide blacks greater opportunity to build future housing wealth.

Advance Policy Solutions at the Local Level

As noted above, the size and details of the racial homeownership gaps differ substantially across the country.
And while federal interventions can influence state and local actions, the biggest impact will come through
locally developed and targeted solutions. Black households are likely to face different barriers to accessing
homeownership across geographies due to the differences in local policies and institutions both now and in
the past, as well as housing and labor market conditions and demographic compositions. Focusing on the local

level is critical.

Aiming to improve and increase the use and reach of products like the FHA 203K renovation program, or
expanding access to GSEs for purchase and renovation programs, particularly in black communities or highly
distressed zip codes, could help with improving and maintaining local communities and home values. Some

43 Miriam Zuk, Ariel H. Bierbaurm, Karen Chapple, Karolina Gorska, Anastasia Loukaitou-Sideris, Paul Ong, and Trevor
Thomas. 2015, Gentrification, Displacement and the Role of Public investment: A Literature Review. Federal Reserve Bank
of San Francisco Working Paper. https:/ fwww.frbsf.org/community-development/publications/working-
papers/2015/august/gentrification-displacement-role-of-public-investment/

4 “Next50 Housing,” Urban Institute, accessed April 24, 2019, https://next50.urban.org/question/housing#iproduce-more-
housing-more-cheaply.

45 jung Hyun Choi, Alanna McCargo, and Laurie Goodman, “Three differences between black and white homeownership
that add to the housing wealth gap,” Urban Wire, Urban [nstitute, February 28, 2019, https://www.urban.org/urban-
wire/three-differences-between-black-and-white-homeownership-add-housing-wealth-gap.

21



116

cities are experimenting with ways to make additional programs available through housing trust funds, or tax
incentive programs to address these issues directly at the neighborhood level.

Important Update on Data Transparency and Standardization

The ability for the Urban Institute, or any policy and economic research organization, to understand the state
of the mortgage market, how the system is servicing consumers and how programs are serving the American
public have been enhanced over the past four decades, as more data about the housing market has moved
into the public domain. Data made available under the Home Mortgage Disclosure Act (HMDA) and the
Community Reinvestment Act, and public data released by the GSEs and the FHA in recent years, including
data on new credit risk transfer structures, offer a transparent comprehensive view of the housing market and
communities across America. Urban Institute’s Housing Finance Policy Center has developed important tools
that offer evidence of lending progress across the country. That is possible because of transparency of
government and public datasets such as these.

Greater transparency into the housing market is needed to support evidence-based policymaking. Much
of the critical data, espedially portfolio performance data and servicing data remains in private hands and is
available only at substantial cost, if at all. Additionally, the GSEs, the FHA, and the VA could make more data
available to the public as part of their missions. Continuing to improve this data, and gain as much
participation as possible in reporting would help Congress, regulators, market participants, and the public
better understand the housing market and helps ensure evidence is available to support changes in faw, new
regulations, and industry practices that facilitate a housing finance system that is affordable, accessible, and
stable. | highly encourage caution and extreme care as the CFPB examines changes to HMDA data reporting.

Conclusion

The overall decline in homeownership threatens to exacerbate racial inequality for decades to come. If recent
trends continue, black people born between 1965 and 1975 will likely become part of the first generation
since those born before 1900 to reach retirement age with more renters than homeowners among their

community.

The period since the housing crisis began has been a tragic chapter for communities of color as they lost
ground in their access to the wealth building, security, and the sense of belonging offered by homeownership.
We must take action to avoid further decline. Reforms to access and affordability across the housing system
are needed that provide more affordable rental housing and more plentiful and secure access to
homeownership.

These reforms need to go beyond housing to include safe and healthy neighborhoods, high-quality
education, measures to build and protect financial health, fair credit scoring, and access to good jobs and
affordable health care. These influences will affect whether today’s youngest generations will be homeowners
by the time they retire.
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Good morning Chairman Clay, Ranking Member Duffy, and distinguished members of the Subcommittee
on Housing, Community Development and insurance. My name is Joseph Nery, and | am here
representing the National Association of Hispanic Real Estate Professionals (NAHREP) as a past President
of the organization, and as an 18-year veteran of the housing industry where | serve a predominantly
Latino market as a real estate attorney. !

Thank you for the opportunity to testify before you today on the state of minority homeownership and
to evaluate existing barriers that hinder homeownership growth among communities of color. As we
consider our nation’s demographic and economic trends, it is undeniable that the future of the U.S.
economy will rest on the shoulders of traditionally underserved communities. We hope this hearing will
serve to develop a shared understanding that the fate of the overall U.S housing market is contingent
upon the ability of communities of color to access homeownership.

Homeownership has long been considered the gateway to the middle class and one of the primary
conduits to weaith creation for American families. This rings particularly true for Latino families, when
39 percent of Hispanic wealth is derived from home equity.? Just as the future of the housing market is
intrinsic to the success of minority populations, so too is the health of the overali economy tied to the
housing market, which contributes close to 15 percent of the United States GDP.?

1} NAHREP's Position in the Market

Our organization is one of the largest Latino business organizations in the country, with over 30,000
members and more than 80 local chapters. The passion behind our growing membership revolves
around one primary mission—advancing sustainable Hispanic homeownership—because we believe
homeownership has a unique ability to uplift families, create strong communities, and stimulate a
prosperous national economy for all Americans. Homeownership continues to be one of the best
solutions to the persistent racial wealth gap between non-Hispanic White and Black and Latino families.
Communities with higher homeownership rates report lower crime, lower poverty rates, higher civic
engagement, and children of homeowners do better in school, experience fewer behavior problems,
and are more likely to grow up to become homeowners themselves.*

in the wake of the 2008 housing crisis, the impact of subprime lending and an under-regulated mortgage
market devastated the financial system as we knew it. While the impact of the housing crisis was felt
throughout the nation, Hispanic families and other families of color were disproportionately impacted.
Many fell victim to subprime lending, purchasing homes at the peak of the market that later went

! The terms “Hispanic and Latino” are used interchangeably by the U.S. Census Bureau and throughout this
document to refer to people of Mexican, Puerto Rican, Cuban, Central American, South American, Dominican,
Spanish decent and decent from other Spanish-Speaking countries.

2 The Federal Reserve. (2018, May). Report on the Economic Well-Being of the U.S. Households in 2017. Retrieved
from https://www.federalreserve.gov/publications/report-economic-well-being-us-households.htm.

? Dietz, R. (2019, April 26). Housing Affordability Reducing Housing Share of GDP. Retrieved from
hitps://eyeonhousing.org/2019/04/housing-affordability-reducing-housing-share-of-gdp/.

4 Haurin, D., Parcel, T. L, and Haurin, R. J. (2001, October). The impact of Homeownership on Child Outcomes.
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underwater. This, coupled with a lack of asset diversification in non-housing investment vehicles, caused
many Latino families to lose their life's savings.®

In response to the Great Recession, NAHREP amended its mission for the first, and only, time in its
history by adding the concept of “sustainable” to our mission of advancing Hispanic homeownership.
The need for strong legislative and regulatory oversight within the mortgage industry is critical to avoid
repeating the mistakes of the past. But some of today's regulatory structure excludes otherwise credit
worthy families who do not fit neatly into today’s underwriting criteria. We firmly believe every
individual who desires to become a homeowner and can sustain a mortgage should be granted access to
a piece of the American Dream. That is not the case today.

11} The State of Minority Homeownership

Annually, NAHREP produces the State of Hispanic Homeownership Report, a publication that tracks how
Hispanics are faring with respect to homeownership attainment and other economic indicators.
Hispanics have increased their rate of homeownership for the past four consecutive years.5 In 2018,
Hispanics achieved a net gain of 362,000 homeowners, the largest net gain for the population since
2005. And, over the past decade, Hispanics have accounted for 62.7 percent of the net U.S.
homeownership growth in total.”

Despite this remarkable growth, homeownership rates among Latinos and other minority populations
have yet to return to their pre-crisis levels and fall far below those of their non-Hispanic White
counterparts. At the end of 2018, the Hispanic homeownership rate was 47.1 percent, compared to 73
percent for the non-Hispanic White population and 64.4 percent for the general population.
Additionally, the 2018 Hispanic homeownership rate was over two and half percentage points lower
than its peak in 2007.2 While Hispanic homeownership trends are positive, they should be much higher.

Minority household wealth dropped precipitously because of lending practices preceding the last
economic crisis, and, consequently, these households are similarly impacted by their wealth disparity
relative to non-Hispanic White households. Today more than ever, broad access to affordable credit, low
down payment mortgage products, and sufficient affordable housing stock will be imperative to closing
the wealth gap and to making the American Dream a reality for all Americans.

Hispanics are projected to account for more than half of all new potential homeowners over the next
several years and for 56 percent of all new homeowners by 2030.9 Hispanics are also the fastest growing
native-born U.S. population, accounting for more than half of the nation’s population growth since the

5 Limén, N. {2019, Aprit 10}, 2019 State of Hispanic Wealth Report. Hispanic Wealth Project. Retrieved from
http://hispanicwealthproject.org/downloads/2019-SHWR-Annual-Report.pdf

& Calderon, M. (2019, April 9). 2019 State of Hispanic Homeownership Report. NAHREP. Retrieved from
htips://nahrep.org/downioads/2018-state-of-hispanic-homeownership-report.pdf

7 U.S. Census Bureau. (2019, February 28). Current Population Survey/Housing Vacancy Survey. Available from
https://www.census gov/housing/hvs/data/index.html

& U.S. Census Bureau. (2019, February 28). Current Population Survey/Housing Vacancy Survey. Available from
hitps://www.census.gov/housing/hvs/data/index.htm!

® Goodman, L., Pendall, R., and Zhuy, J. (2015, June). Headship and Homeownership: What does the Future Hold?
Retrieved from https://www.urban.org/sites/default/files/2000257-headshipand-homeownership-what-does-the-
future-hold.pdf
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year 2000.%° And, at a median age of 29, Hispanics are just entering their prime home buying years,
further increasing homeownership potential for decades to come. These trends underscore an
important reality: Hispanics are driving homeownership growth in America. If the mortgage market fails
to support those potential new homeowners along their home buying journey, the nation will bear the
adverse economic consequences. To put things into perspective, if population projections come to bear
and homeownership rates across ethnic groups remain consistent with current rates, it would mean that
the national homeownership rate would decline by nearly 10 percentage points over the next forty
years to 55 percent.™ The last time the U.S. homeownership rate was that low was in the years
immediately following World War li.

HI} Structural Barriers to Minority Homeownership Growth: Unique Latino Challenges

Despite the Hispanic role in driving housing demand for decades to come, the current mortgage market
is not set up to serve the unique characteristics of Latinos well. Many of today’s potential Hispanic
homeowners are credit worthy and have sufficient household income to support a mortgage. But,
because they are more likely to be self-employed, earn non-W2 wages, utilize pooled resources within a
multigenerational household, and pay for household expenses in cash rather than credit, they are more
likely to be denied a mortgage ioan. Today’s mortgage structure and regulations rely too heavily upon
easily documented W2 income and do not sufficiently recognize the entrepreneurial practices so
prevalent in the Hispanic community. Because of this, lenders consistently fail to accurately assess the
risk and repayment capacity of many otherwise credit worthy Hispanic borrowers.

A} Prevalence of Non-W2 borrowers

People of color are more likely to be self-employed or work non-traditional, “non-W2” jobs than the
general population. Of note, while the number of businesses in the U.S. declined in the years following
the financial crisis, the number of Latino-owned businesses grew by nearly 50 percent.? Additionally,
Hispanics and African Americans are more likely to participate in the gig economy, with 31 percent and
27 percent reporting nontraditional earnings, respectively.’® However, mortgage underwriting rules

10 1.5, Census Bureau. {2001 - 2018). DP-1: Profile of General Demographic Characteristics: 2000 and PEPASRGH:
Annual Estimates of the Resident Population by Sex, Age, Race, and Hispanic Origin for the United States and
States: April 1, 2010 to July 1, 2017. Available from
https://www.census.gov/data/datasets/2017/demo/popest/nation-detail.htmi

# Zandi, M. {2019, May 2}. Moody’s Analytics economist caleulations using U.S. Census projections of population
shares and Current Population Survey/Housing Vacancy Survey.

12 stanford Latino Entreprencurship Initiative {2017). State of Latino Entrepreneurship. Stanford Graduate School
of Business. Retrieved from https://www.gsb.stanford.edu/sites/gsb/files/publication-pdf/report-siei-state-latino-
entrepreneurship-2017.pdf

2 Edison Research. {2018, December). The Gig Economy. Marketplace-Edison Research Poll 2018. Retrieved from

https://www. edisonresearch.com/americans-and-the-gig-economy/
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remain notoriously challenging for those who don’t earn their income through a traditional paycheck
from a full-time employer.

B) Multi-Generational Households and Non-Borrower Income Access

in 2016, 27 percent of the Hispanic population and 26 percent of the Black population lived in multi-
generational households, compared to the general population at 20 percent and the non-Hispanic White
population at 16 percent.' However, mortgage underwriting rules do not allow for any flexibility based
on individual family circumstances or the overall financial contributions of members of the household.

C) Lower Levels of Reliance on Credit

Hispanics, on average, rely more readily on cash than credit to pay for expenses, making their ability to
demonstrate credit worthiness difficult by traditional credit scoring models. Millions of Hispanics pay
rent, utilities, and cell phone bills with cash, in full and on time, but this pattern does not impact the
factors contributing to the credit score. in 2015, the Consumer Financial Protection Bureau (CFPB)
published a study finding that 26 million Americans are “credit invisible” and 19 million Americans have
“unscoreable” credit files, including those who are deemed to have insufficient information and are
deemed to have a “thin credit file.”*® Latinos are almost twice as likely to be “credit invisible” or have
“unscoreable” files than their non-Hispanic White counterparts. Yet, mortgage underwriting relies
heavily on traditional credit scoring models to assess future credit worthiness. Alternative credit scoring
models are currently unavailable in the mortgage space, despite their wide acceptance in the credit
card, personal loan, and automotive lending spaces.

i PERCENT OF FAMILIES
D} Challenges in Saving for a Down Payment RECEIVING INMERITANCE

S AP RAREE

The challenges in saving for a down payment are a significant
barrier to homeownership for Latino buyers. Several factors make
saving difficult in today’s economy: Hispanics are younger than
the general population, are concentrated in high-cost metro areas
and fall behind other demographics in the transfer of
intergenerational wealth. According to the Survey of Consumer g
Finances, only 5 percent of Latinos reported receiving an o

inheritance, the lowest rate out of all demographics.*® 26% }5% 8% ggw

NON-HSPANK oniR BLACK
paethy

The predominant form of wealth accumulation for Latino famities
is homeownership and much of the equity that would have been accrued in the last 20 years was wiped

* Cohn, D. and Passel, J. {2018, April 5). A record 64 million Americans live in multigenerational households. Pew
Research Center. Retrieved from hitps://www.pewresearch.org/fact-tank/2018/04/05/a-record-64-million-
americans-live-in-multigenerational-households/

15 The CFPB Office of Research. {2015, May)}. Data Point: Credit Invisibles. Consumer Financial Protection Bureau.
Retrieved from https://files.consumerfinance.gov/f/201505 cfpb data-point-credit-invisibles.pdf

% The Federal Reserve. {2017, October 31). Survey of Consumer Finances. Available from
hitps://www.federaireserve.gov/econres/scfindex.htm
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out by the Great Recession. The wealth gap between Latinos and non-Hispanic Whites is close to
$150,400, coincidently also the value of a home in some geographic areas of the U.S.V

To add perspective to many conversations occurring today about low down payment loans, consider
that it would take an average Hispanic homebuyer nearly 16 years to save for a 20 percent down
payment, compared to just slightly over ten years for the typical non-Hispanic White homebuyer.*® This
is why low 3.5-5 percent down payment options are so important to Hispanic families. The time value of
lost equity would stunt the economic growth of another generation unless we protect these low down
payment options.

YEARS ITWOULD TAKETO
SAVE FOR DOWN PAYMENT

e

BOURTE: CORBLGGRIT

IV} Actionable Legislative and Regulatory Policy Changes to Increase Minority Homeownership

Federal policies, whether legislative or regulatory, must be clear, consistent, and coordinated to ensure
sustainable homeownership for all credit worthy individuals. To that end, NAHREP offers these
actionable federal policy solutions to remove barriers for prospective Latino homebuyers:

A} Underwriting Guidelines Should Accommodate the Unique Needs of Hispanic Households:
Extend the “QM patch” Until it is Replaced by an Alternative that Better Measures a Consumer’s

Repayment Capacity.

A key feature of the Wall Street Reform and Consumer Protection Act of 2010 (Pub. L. 111-203) are
provisions requiring the borrower’s ability to repay the loan to be assessed prior to the loan
consummation. Significantly, the implementing rules written by the CFPB created a legal safe harbor for
lenders who followed traditional, safe, and known underwriting standards and products, known as the
“Qualified Mortgage Ruie.” The brightline Qualified Mortgage (QM) designation is now the predominant

* The Federal Reserve. {2017, October 31). Survey of Consumer Finances. Available from

https://www federalreserve gov/econres/scfindex.him

8 Mclaughlin, R. {2019, February 21). Corelogic economist calculations using CoreLogic House Price Index and U.S.
Census Bureau Current Population Survey.
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form of mortgage finance available. It includes a 43 percent debt-to-income ratio (DTI). During the
transition to full implementation, each of the Government Sponsored Enterprises (GSEs), Federal
Housing Administration (FHA), Veteran’s Affairs {(VA), and the U.S. Department of Agriculture (USDA)
were granted temporary authority to designate loans that meet their underwriting requirements as
bearing QM status. FHA, VA, and USDA finalized rules and no longer use the temporary authority. The
GSEs still use their temporary authority to designate loans qualifying for their guarantee as bearing QM
status, we call this the “GSE QM Patch.” This authority will expire the sooner of the end of
conservatorship or January 2021. Were the “GSE QM Patch” to expire without further address, Latino
borrowers would be disproportionately impacted. Furthermore, current guidelines make it difficult for
self-employed and gig economy workers to gain access to home loan financing.

The expiration of the “GSE QM Patch” would mean that FHA would be the only remaining QM option for
working class Latinos, and QM is the only dependable source of lending in the market today. This is
probiematic because oftentimes FHA loans can be more expensive for borrowers. Furthermore, limiting
consumer choices can create market distortions that disadvantage private capital and interfere with the
competitive nature of the market for these loans. At least for the full period of conservatorship, access
to conventional loans should not be made unavailable to credit worthy Latino borrowers based on the
application of the 43 DTl ratio alone.

The Urban Institute, also providing testimony here today, calculates that in 2017, about one in five GSE-
backed mortgages originated in 2017 had a DTl ratio over 43 percent, and approximately one in two FHA
or VA mortgages had a DTI ratio over 43 percent.'® Hispanics are 38 percent more likely to have a high
DTl foan, the most likely of any demographic.?

Additionally, whether the “QM patch” expires or not, FHFA policy alone determines the ability of the
GSEs to accept loans that exceed the 43 percent D11 threshold. Specifically, the May 2013 lender letter
from the FHFA to the GSEs granting the DTl expansion could easily be revoked or significantly altered by
other recommendations about risk-based pricing for this cohort of loans.?* We urge Congress, FHFA, and
the CFPB to coordinate on ensuring lending options for low-to-moderate wealth Latino borrowers when
it comes to mortgage credit access in the conventional market.

Furthermore, we support the Ability-to-Repay provision, and we do not want to see a return to
irresponsibly-loose underwriting standards. The difficulty today, however, is that the underwriting
guidelines for the calculation and verification of a borrower’s income and debt provided by the CFPB in
“Appendix Q" of the rulemaking are essentially an outdated and—in some places—internally
inconsistent version of prior-FHA policy. Income and debt of a borrower must be calculated per the
relatively limited provisions and monthly debt payments, including the new house payment, and must

¥ Kaul, K. and Goodman, L. {2018, August). What, If Anything, Should Replace the QM GSE Patch? Urban institute.
Retrieved from https://www.urban.org/sites/default/files/publication/98949/qualified _mortgage rule 0.pdf

* Goodman, L. {2019, March 25). New Data Confirm the Urgency of Addressing the Expiration of the GSE Patch.
Urban Institute. Retrieved from hitps://www.urban.org/urban-wire/new-data-confirm-urgency-addressing-
expiration-gse-patch

# Federal Housing Finance Agency. (2013, May 6). FHFA Limiting Fannie Mae and Freddie Mac Loan Purchases to
“Qualified Mortgages.” Retrieved from https://www fhfa.gov/Media/PublicAffairs/Pages/FHFA-Limiting-Fannie-
Mae-and-Freddie-Macloan-Purchases-to-Qualified-Mortgages.aspx
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stay under 43 percent of the borrower’s monthly income. Seif-employed borrowers and gig economy
workers who have multiple part-time jobs, struggle under these requirements.

The General QM category simply must become more robust, current, and sophisticated before it can
support the weight of the mortgage market. As a Committee, we urge you to support efforts to better
understand and to more clearly define QM standards in order to accomplish a more flexible view of how
debt and income are determined and as only one of the significant factors in determining QM status.

One statutory or regulatory option is to eliminate the DTl calculation {not its evaluation) and rely instead
upon the higher-cost mortgage rules for presumptive and rebuttable presumption compliance
thresholds. Roughly stated, the APOR + 150 basis points would dictate the new QM status rather than
the 43 percent DTl in a new risk-based pricing model.

A second alternative is for Congress to expressly delegate QM standard setting to an independent body
charged with evaluating credit access and consumer protections regularly and make flexible adjustments
that are clearly communicated to the market.

Either option is preferable to the constraining and strenuous regulatory ambiguities found in today’s
Appendix Q.

B) Preserve and Protect Affordable Access to Low Down Payment Mortgages

Taxpayer support for mortgage lending should guarantee broad access to credit for all credit worthy
borrowers, with a particular sensitivity toward the needs of first-time homebuyers and communities
underserved by the private sector. Access to credit needs to be consistently available in all geographic
areas and throughout the ebbs and flows of the economic cycle.

Hispanic families, not unlike other families of color and most first-time homebuyers, are heavily reliant
on low down payment products as a means to achieve homeownership, whether provided through FHA
guarantees or through private mortgage insurance:

C) Support FHA Program improvements

Hispanic borrowers are more than twice as likely (42.8 percent) to have an FHA loan than non-Hispanics
(20.6 percent),? yet the agency is understaffed, underfunded, and operating within the constraints of
outdated technology and computer systems. As a result, the housing market is doing a disservice to the
changing face of America’s homeowners. Congress must prioritize efforts to fund FHA's much needed
modernization efforts and no federal housing finance policy should be devoid of a plan for how to do so.

NAHREP would support direct budget authority for the FHA, rather than through the U.S. Department of
Housing and Urban Development (HUD), along with granting the FHA the ability to retain a portion of its
insurance revenues in order to increase spending on staffing and modernization efforts. This would give
the FHA more effective operational and risk management capabilities.

Additionally, we urge further clarification of FHA lender liability under the False Claims Act (FCA). There
is still too much uncertainty about what types of lender errors can trigger liability, which can result in
penalties several times the loan amount. As a resuit, many of the largest lenders have chosen to

2 polygon Research. (2018, March). Hispanic Access to Mortgage Finance-Role of Gender and Ethnicity. Insights
based 5-year analysis of 2013-2017 HMDA data.
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abandon FHA lending altogether, further limiting credit options for communities of color with lower
credit scores.

D) Housing Finance Reform Must Ensure Access to Credit to Underserved Segments of the
Population that the Private Market Fails to Serve in an Affordable and Sustainable Fashion

Any conversations around housing finance reform should be done in a coordinated fashion across all
Federal housing agencies. The expiration of the “QM Patch,” the end of conservatorship for the GSEs
and the ability for FHA to continue to serve low-to-moderate wealth and underserved borrowers are all
interconnected.

Any housing finance reform proposal should have a clear commitment to serve low- to-moderate wealth
borrowers, fully funding programs that serve underserved communities such as the Housing Trust Fund
and the Capital Magnet Fund and sets clear goals and strategies for how to meet those commitments.
The following are key principles that must guide any future GSE reform conversations to ensure the
protection and expansion of access to credit for underserved communities:

A clear commitment to serve low- to moderate-wealth borrowers: Any new system must
include a strong duty-to-serve mandate that incentivizes serving all segments of the population.
We support fully funded programs that serve underserved communities, such as the Housing
Trust Fund and the Capital Magnet Fund, and the establishment of clear goals and strategies for
how to meet those commitments.

Ensure broad credit access and encourage innovation: Any new system that replaces the GSEs
should broaden current ievels of access for credit worthy borrowers and should encourage
innovation around credit access.

Enforceable mechanisms must exist to ensure affordable housing goals are met: Any new
system should include enforceable mechanisms by the Federal Housing Finance Agency {FHFA)
tied to the government guarantee that ensure the enterprises or their replacement serve the
entire market.

Equitable secondary market access: Any new system must secure a liquid, deep, and economic
efficient secondary market that services the entire nation on roughly the same terms.

Protects affordable mortgage financing: Protects the 30-year fixed rate, fully pre-payable
mortgage, and overall access to affordable, long term mortgage financing for a wide range of
credit worthy borrowers.

E} Secure Access to Government Sponsored Loans for DACA borrowers

We saw an increased rate of denials last year for DACA recipients applying for FHA loans based on the
Administration’s interpretation of existing guidelines. This practice sets a dangerous precedent. FHA
should not get ahead of the judiciary to decide immigration law. Unilateral determinations on whether
“legal residency” suffices to establish “legal status” verges on arbitrary delineations and are inconsistent
with other policies for legal immigrants, even those with non-permanent visas. These practices appear
to be unfairly targeting otherwise eligible applicants for political purposes, and it has no place in
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mortgage policy. NAHREP urges the Committee to ensure equitable treatment of DACA recipients in the
financial sector by protecting their ability to secure government sponsored mortgages and thereby
continue contributing to the U.S. economy.

F) Promote diversity in the housing workforce

NAHREP estimates that 40 percent of all real estate transactions utilize the Spanish language at some
point in the transaction and that as much as 25 percent of transactions occur entirely in Spanish. Yet,
current estimates indicate 13 percent of credit counselors and loan officers and 10.8 percent of real
estate agents are Hispanic.?® With Latinos accounting for most of the net gains in U.S. homeownership,
the lack of a sufficient number of culturally competent professionals within the real estate and housing
finance sectors makes an already complex transaction more complicated and exacerbates the mortgage
underwriting challenges that exist today. NAHREP urges the House Financial Services Subcommittee on
Diversity and Inclusion to take on the issue of diversifying the housing workforce. A diverse lending
community stimulates increased homeownership rates for minority borrowers.

G) Increase the housing inventory stock of affordable homes

Finally, we would be remiss if we did not mention the need to increase the housing inventory stock of
affordable, owner-occupied housing, quite possibly the biggest barrier to minority homeownership
today. Even as Hispanics overcome access to credit issues, finding a home to purchase has never been
more difficult. Today, the U.S. is experiencing record-level housing inventory shortages and, as a result,
is driving up prices of existing homes for sale. In 2018, nationwide there were 10 percent fewer homes
on the market than the prior year, and, in places where home values are appreciating the fastest, there
were up to 40 percent fewer available homes to purchase.? The housing supply shortage is most acute
in markets with high concentrations of Hispanics, exacerbating challenges in homeownership
attainment. For one, foreclosed homes should go to first-time homebuyers, not investors. NAHREP
commends the GSEs and HUD for piloting a program that offers a “first-look” to foreclosed homes to
non-profits in order to increase the likelihood that these homes will go to first-time homebuyers or low-
to moderate-income renters. Furthermore, any Congressional infrastructure bill should include
stipulations incentivizing transit-based development to increase the supply of the much needed stock of
affordable homes for sale.

Conclusion

The wealth gap between people of color and non-Hispanic White populations cannot be denied.
Homeownership is one of the most important means of bridging the wealth gap, and it is our goal at
NAHREP to ensure financial policies reflect the needs of all segments of the U.S. population.

While we are proud to see a resilient Latino population consistently increasing its rate of
homeownership for the past four years, there is still more work to be done to ensure the long-term
prosperity of underserved communities and the overall U.S. economy. A failure to address the issues

2% Bureau of Labor Statistics from the Current Population Survey, Table 11. Employed persons by detailed
occupation, sex, race, and Hispanic or Latino ethnicity {2018 version).

2 Zillow. {2018, January 18). Inventory Shortage at Crisis Levels in Nation’s Hottest Housing Markets. Retrieved
from http://zillow.mediaroom.com/2018-01-18-Inventory-Shortage-at-Crisis-Levels-in-Nations-Hottest-Housing-
Markets
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raised today can result in a significant shrinking of the housing market and, as a result, the entire U.S.

economy. Now is not the time to curtail access to the very products that have catapulted so many
working class Americans into the middle class. We are at a crossroads to rethink our housing finance
structure to ensure that it adequately serves the changing face of America’s aspiring homeowner.
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Introduction

Good morning Chairman Clay, Ranking Member Duffy and members of the Subcommittee; my
name is JoAnne Poole. I am 2 REALTOR® in Baltimore, Maryland, with 33 years of experience
servicing the people of Anne Arundel County, Prince George’s County, Baltimore City and
Baltimore County. I have also been active in the National Association of REALTORS® (NAR) for
over twenty years, serving as its Vice President, Chair of the Federal Housing Policy Committee and
currently as the 2020 Chair of the REALTORS® Multicultural Real Estate Leadership Advisory
Group. In 2005, I served as President of the Maryland REALTORS®, and in 2018 I was awarded
NAR’s Distinguished Service Award.

On behalf of NAR’s 1.3 million members, I want to thank you for the opportunity to testify today
to present NAR’s concerns surrounding the state of and barriers to minority homeownership. NAR
is America’s largest trade association, and its members — America’s REALTORS® — are involved in
all aspects of the residential and commercial real estate industries.

In addition to my work with NAR, I am also a Realtist, which means I am a member of the National
Association of Real Estate Brokers (NARER). T am proud to sit here today alongside NAREB
President, Jeffrey Hicks, in recognition of the historic and leading role NAREB plays in highlighting
the critical issues the committee has convened today to discuss.

Value of Homeownership

To many people in this country, homeownership is synonymous with the Ametican Dream.

Homeownership provides for stable communities, increases civic participation and builds self-worth,
self-esteem and student test scores. According to their 1999 article in The Journal of Housing Fconomics,
Boehm and Schlottmann state that children of homeowners have even been shown to earn more as
adults.

However, housing affordability problems across the nation threaten this dream for countless
families and potential home buyers, while the lack of housing supply is only adding to the problem.
NAR data shows that in the last 6 years, home prices have increased 44%, while housing inventory
has decreased by 13%.

Although these are national problems, many proposed or potential solutions must be locally based
and consider the input of local community experts.

NAR strongly suppotts the production of affordable housing units for both rental and purchase

purposes, along with efforts to increase the supply of entry-level homes. We also urge states and

municipalities to adopt zoning laws, building codes and other policies that encourage free market
production of affordable housing units.

Unacceptably Low Rate for Minorities

The homeownership rate for African Americans, Hispanics and Asian Americans remains at an
unacceptably lower rate than that of white non-Hispanic Americans. The U.S. Census Bureau
reports the following homeownership rates for the first quarter of 2019:

Page | 2
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United States | White not Black Asian, Pacific | Hispanic of
Hispanic Islander any race
64.2% 73.2% 41.1% 56.9% 47 4%

Percentage homeowners

Amongst all of this data, one figure stands out as the most troubling; African American
homeownership rates have reverted back to pre-Fair Flousing Act numbers. Fifty years of programs
designed to expand homeownership and open doors that were previously closed by discrimination
have often been ineffective. Fven more disturbingly, the programs that were successful have largely
seen their gains reversed or eliminated entirely.

All communities suffered in the financial crisis of 2007 and 2008, but none was hit harder than the
African American community. These homeownership rate disparities are all unacceptable, but the
persistent Jow tate for African Americans merits a priotity in our efforts to increase minority
homeownership.

Last year, the National Association of REALTORS®, in commemorating the 50" Anniversary of the
Fair Housing Act, published “Fair Housing at 50,” a report designed to examine the successes and
failures of the Fair Housing Act from 1968 to 2018. That report is attached to this testimony, and
we request that it be entered into the record of this hearing.

Qur neighborhoods and communities have a direct impact on our quality of life, including our
health, education and access to economic opportunities. When housing and neighborhood options
are limited for or denied to minotity populations, access to jobs, transportation and high performing
schools are all limited as well.

A deeper look into inequality in America shows that our wealth gap is primarily a housing wealth
gap. Lower homeownership rates leave an impact on minority communities that can last generations,
and also leave fewer opportunities for a family to accumulate wealth. In fact, African Americans lost
nearly $200 billion in wealth between 2009 and 2012, largely due to homeownership losses.

There are vatious reasons why we see low homeownership rates persist among minotity
communities, maay of which have been documented both in academic studies and in newspaper
reports. It is our belief, however, that these enduring low figures are rooted in historical actions by
our government and the real estate community. In particular, we bring attention to zoning,
restrictive covenants and Federal Housing Administration (FHA) underwriting guidelines that have
created the housing patterns we continue to face today. Zoning was first used to segregate
neighborhoods, but when the U.S. Supreme Court outlawed racial zoning in 1917 many
communities replaced these practices with zoning policies that separated single family housing from
multifamily housing units.

In the 1930%, the FHA incorporated the Home Owners” Loan Corporation racial classification of
neighbothood risk into its underwriting criteria. FHA then encouraged or required the use of
restrictive covenants to maintain racial segregation.

While it is clear that the real estate industry was once — but is no longer — a part of this practice, the

federal government has yet to undo the effects of its policies from more than 50 years ago. If we
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overlay metropolitan housing demogtaphic patterns today with the lines drawn by the Home
Owners Loan Corporation and FHA, we see that those divisions clearly stll exist.

We commend efforts by the U.S. Department of Housing and Utban Development (HUD), under
both the previous and current administrations, to encourage local governments to analyze and
examine past decisions that have fostered residential segregation while working to find local
solutions to those divisions. Sceretary Ben Carson recently signaled that HUD is looking to
encourage cities to remove zoning and other barriers to affordable housing, as many studies have
shown that regulatory burdens significantly add to the cost of new housing in many citdes.

There is No Single Solution

It is tempting to look toward a few easily identifiable — and correctable — reasons that explain why
we continue to face the situation we do today. One or two policy changes or new federal programs,
however, will never be sufficient enough to address this ingrained, nationwide problem. Addressing
such a complex challenge will take a comprehensive national effort that simultaneously addresses
various factors and societal realities before we can collectively determine which additional actions

should follow.

The National Association of REALTORS® recently joined with National Association of Real Estate
Brokers and the Urban Institute, convening a planning roundtable to identify research and data
designed to improve African American homeownership rates. From this meeting, a five-point
framework emerged and continues to be developed. Within each priority are a number of specific
activities, policy needs and programs. Periodically checking in with each other, we can better
understand what activities are underway nationally and locally, how well they are working, and what
adjustments may be needed.

‘These priorities are:

* Advancing local policy solutions

e Tackling housing supply constraints and affordability

* Promoting an equitable and accessible housing finance system
* lingaging with mortgage-ready millennials and renters

* Focusing on sustainable homeownership and preservation

Local Solutions Needed

Just as at the national level, it is essential that local communities address the low rate of minority
homeownership. Community, government and housing industry leaders should assess why the
disparities in homeownership exist and work together to apply the principles outlined above. For
example, local and state governments can make significant changes in fees, renovation tequirements
and regulations to encourage more affordable housing options.

Impact fees and permitting requirements often create additional hurdles to homebuilding.
Reforming land use and zoning regulations to allow for mixed uses and higher densities, including
smaller lots for single-family homes, and more allowance for attached homes and multifamily
development can help increase supply. Amendments to rehabilitation codes can be designed to help
keep people in their homes. These solutions will work best when they are developed with the
participation of local community experts

Page | 4
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Real Estate Market of Tomorrow

If America is to remain a nation of homeowners going forward, we must address the persistent
barriers that minorities face. Our nation is much more diverse than it was even 30 years ago, and
that diversity will continue to increase in the years and decades ahead. About two-thirds of people
forming households today include someone who is African American, Hispanic or Asian American.
Our future homebuyer represents this diversity. It is imperative that we take action now to end the
disparities in homeownership rates and wortk to make sure our next generation will be a generation
of homeowners.

Again, thank you for the opportunity to address you today. We will continue to work with this
subcommittee and the Administration on a seties of policy initiatives that can be part of a national
effort to increase minority homeownership. We appreciate the progress that has been made on these
issues, but the low rates we see are the result of decades of policies and practices. Outcomes will not
be changed without a focused, long-term, national effort where local, state and federal government
entities, along with the housing industry and consumers, come together to support our shared goals
to reduce and eliminate these dangerous and enduring racial disparities.

w
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EXPANDING ACCESS TO OFPPORTUNITY

EXECUTIVE SUMMARY

Fair housing benefits everyone. On the 50™ anniversary of the Fair Housing Act, the National Association of
REALTORS® is reflecting on the progress made—and the work that still needs to be done—to end
discrimination in housing markets and to promote housing opportunity for all. This framing paper and
recommendations for action include a synthesis of recent research on housing and neighborhood opportunity,
as well as analysis of results from REALTOR® focus groups on the topic of fair housing and housing
discrimination. It is clear that the National Association of REALTORS®, local REALTOR® associations and
REALTOR® members across the country have the opportunity and responsibility to increase efforts to support
diversity and inclusivity in the real estate market.

Background

The Fair Housing Act prohibits discrimination in the sale, rental and financing of dwellings, and in other
housing-related transactions, based on race, color, national origin, religion, sex, fomilial status and disability.
Since the Act's passage, there has been significant progress in reducing discrimination based on these factors
when it comes to renting, buying and financing a home. However, our nation’s long history of both explicit and
implicit racial bias has led to persistent inequalities in access fo housing in high-quality neighborhoods with
good access to employment options, fransportation and high-performing schools. The majority of communities
around the country remain highly racially segregated and African American, Hispanic and other minority
residents are less likely to be homeowners and more likely to live in neighborhoods with higher poverty rates,
lower property values and fewer amenities and services.

Why We Care

Where people live has a direct impact on the quality of their health, education and access to economic
opportunities. Even as explicit discrimination has become less common in housing market transactions,
persistent racial and economic segregation resulting from implicit discrimination and from supposedly “race-
neutral” policies remain a challenge throughout the country. When minority households have their housing and
neighborhood options limited, they have less access to homeownership, high-performing schools, high-quality
services and amenities, jobs and transportation.

But the benefits associated with expanding housing opportunities extend beyond individual families. There is
a substantial body of research that has documented the benefits of access to homeownership and to high-
opportunity neighborhoods to the broader community and economy.” Residential segregation not only
negatively impacts residents today, it also impacts future generations in those communities. Furthermore, the
REALTOR® community has o business advantage when more people have access to homeownership and when
there is more investment in neighborhoods that have been historically and serially disadvantaged by public
policy and private activities.
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Opportunities for Action

The National Association of REALTORS® should continue its commitment to increasing the inclusiveness of NAR
membership and leadership. In addition, NAR should remain dedicated to education and advocacy to help
ensure that homeownership and housing and neighborhood options are not limited to someone because of
race, ethnicity or any other factor prohibited by the NAR Code of Ethics and the Fair Housing Act.

The recommendations for action for NAR, local REALTOR® associations and individual REALTOR® members
focus on increasing access to housing opportunity beyond the individual homebuying or renting transaction and
emphasize the importance of working within the REALTOR® community, as well as at the local, state and
national levels.

Recommendations for Promoting Fair Housing and Expanding Access to Housing Opportunity
1. Increase Diversity in Leadership and Representation at NAR and Within Local Associations

Promote Awareness About Fair Housing Issues

Support State and Local Efforts to Expand Housing Options

Eal S

Advocate for National Strategies Aimed at Promoting Housing Opportunities Introduction
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INTRODUCTION

The Fair Housing Act was enacted into law in 1968 and prohibited discrimination in the housing market based
on race, color, religion and national origin. In 1974, sex was added as a protected class and in 1988, the Act
was further amended to prohibit discrimination based on disability and family status. Understanding of fair
housing rights has evolved over the years and NAR now advocates to expand protections based on sexual
orientation and gender identity.

Since the passage of the Fair Housing Act, there has been significant progress in reducing discrimination in
real estate fransactions. However, on the 50% anniversary of the adoption of the Fair Housing Act, the nation’s
long history of explicit and implicit racial discrimination has sustained and exacerbated wealth and income
gaps based on race and ethnicity. Differential opportunities to homeownership and to high-opportunity
neighborhoods is a fundamental reason for persistent economic inequalities in the nation.

Promoting and advocating fair housing is critical to NAR's ability to serve its customers, clients and the
community. Fair housing is integral to the ethical commitment of NAR members, as outlined in the NAR Code of
Ethics. On the 50" anniversary of the Fair Housing Act, NAR is committed to going even further to advocate
for inclusive communities free from discrimination. Part of this advocacy is internal, by continuing to encourage
diversity and inclusivity among NAR membership and leadership. Supporting education and dialogue within
the REALTOR® community will also be an important component of NAR’s efforts. But there are additional
ways in which not only NAR, but also the local associations and individuol REALTORS® can encourage and
support activities that connect families to homeownership and bring investment to neighborhoods.

Fair housing benefits all of us. Individuals, families and children all have better outcomes when they have
access to stable, affordable housing in high-opportunity neighborhoods. Local economies are stronger when
there is a diversity of housing options affordable to all residents. REALTORS® themselves benefit from
expanded business opportunities and larger market opportunities.

WHAT IS THE FAIR HOUSING ACT?

Overview

The Fair Housing Act (or Title VIl of the Civil Rights Act of 1968) as amended in 1974 and 1988, prohibits
discrimination in the sale, rental, and finanding of dwellings, and in other housing-related transactions, based
on race, color, national origin, religion, sex, familial status and disability.” The passage of the Fair Housing
Act built on and expanded the provisions of earlier civil rights legislation, and expressly banned many of the
public and private actions that had evolved over decades primarily to deny African Americans access to
housing.™

In addition to outlawing explicit discriminatory practices, the Fair Housing Act specifies that “[a]ll executive
departments and agencies shall administer their programs and activities relating to housing and urban
development...in a manner affirmatively to further” fair housing opportunities.” As such, the Fair Housing Act
was written not only to right the wrongs of decades of explicit discrimination, but also to actively promote
ways to open up housing options and neighborhoods to those who had been denied access in the past.
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In the 1960s, many across the country-——including NAR—did not
support passage of the Fair Housing Act. However, NAR’s commitment
to fair housing for all has evolved over the decades. In 1975, NAR ASSESSING PROGRESS
adopted an agreement with the U.S. Department of Housing and ON FAIR HOUSING
Urban Development (HUD) to promote fair housing, educate members
regarding their rights and obligations under the Fair Housing Act,

develop and recommend fair housing procedures for members and
parficipate in community-bosed fair housing activities. In 1985, NAR
supporied a pilot program of government funding of testing of fair
housing complaints, In 1988, NAR backed expanding the Fair Housing
Act to prohibit discrimination based on familial status ond disability.”
In 2010 and 2014, the NAR Code of Ethics was expanded to bar
discrimination based on sexual orientation and gender identity. NAR’s
positions have evolved over time in part as a recognition of the
growing diversity within the real estate profession and the growing
importance NAR members place on inclusivity and diversity.

Current Status of Fair Housing in the U.S.

While overt discrimination in housing market transactions has declined
significantly, five decades after the passage of the Fair Housing Act,
implicit housing discrimination continues to be a problem.® According
to a review of fair housing studies that were conducted in 1989, 2000
and 2012¥, denial of information about available housing to minority
individuals (i.e. “door slamming™) has declined considerably over time.
Compared to whites, net rates of “door slamming” among minority
homebuyers and renters dropped fo essentially zero, meaning that in
2012, African American, Hispanic and Asian homebuyers and renters
were told about just as many available units as were whites.

Researchers conclude, however, that “although the most blatant forms
of discrimination have decreased, other forms of differential treatment
are persistent and some have increased in incidence.” In particular,
measures of radal /ethnic steering have increased significantly since
1999 for African American homebuyers and modest increases in
steering have been documented for Hispanic homebuyers. What this
means is that compared to whites with similar housing needs, minority
prospective homebuyers are less likely to be shown homes in
neighborhoods with a high proportion of white residents. In addition,
the research review indicates that real estate professionals continue to
make more positive comments about white neighborhoods and more
negative comments about black neighborhoods when working with o

antast ;
teofypes that shope

white potential homebuyer or renter than they do when talking with an
African American potential homebuyer.™
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FIGURE 1

Generalized Summary of Trends in Housing Discrimination

White testers

steered to white
White tester told neighborhoods and
about advertised White tester White tester offered White tester minority testers
unit but minority inspected more financial help that  received courtesies steered to less

tester was not units than minority  minority fester was  that minority tester white
{door slamming) tester not offered did not receive neighborhoods
1977 to0 2012 1977 to0 2012 1989 to 2012 1977 10 2012 1989 to 2012

Decrease Decrease Decrease Mixed results Increase

Source: Crawford (2017}, p. 8

Estimates of HMPS 1977 are from Wienk et al. {1979, tables 2 and 25); estimates of HDS 1989 and HDS 2000 {except for
the Asian minority group} are from Turner et al. {2002, exhibits 3-1, 3-2, 3-11, 3-12, 3-14, 3-17, 3-18, and 3-20); Asian
estimates of HDS 2000 and estimates of HDS 2012 are from Turner et al. (2013, exhibit V-1 ond V-2).

In focus groups with real estate professionals around the country*, there was fairly broad consensus that while
explicit discrimination in the housing market was uncommon, subtle forms of racially discriminatory practices
still exist. In particular, many African American participants in the focus groups felt strongly that discrimination
was still a problem and provided detailed examples of practices that resulted in discrimination in real estate
transactions, Most Hispanic, Asian and white participants in the focus groups generally felt that intentional
racially discriminatory practices were mostly a thing of the past but many also described more subtle forms of
steering.

Therefore, while institutional segregation (“de jure” segregation) largely may be a thing of the past, implicit
forms of discrimination (“de facte” segregation) continue to create barriers to accessing housing opportunity.
Differential freatment based on economic status can also have a discriminatory impact when differences in
educational attainment, labor force participation, incomes and credit have been reinforced over decades
through sanctioned private and public discriminatory

behavior. Some of the focus group participants— é %

particularly white, Asian and Hispanic participants—rfelt fwent to show @ D'»ifmrfy to one of my

clig one uestions thot the
agentasked is, "Are you sure you can
afford 7 orhood?" And Hooke:
"Did she really fust

that current racial segregation and access to different
neighborhoods was a result of different economic situations of

homebuyers, rather than the race of homebuyers. However, the

long legacy of de jure segregation has helped to create and
sustain the large disparities in the economic situations of whites :

and African Americans (and, to o lesser extent, Hispanics and % ?
Asians) in the U.S.%
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FOCUS GROUPS
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WHAT ARE THE TRENDS IN ACCESS TO OPPORTUNITY?

As we talk about the Fair Housing Act in 2018, the dialogue has shifted from explicit discriminatory practices
to the disparate outcomes in terms of access to homeownership and neighborhoods of opportunity. Racial
disparities in the U.S. are both caused by and contribute to on-going residential segregation, and to
differences in the ability to buy a home and to live in healthy communities that have access to good schools
and employment options and convenient services and amenities. The cyclical relationship between where one
lives and his or her economic situation has been self-reinforcing over the decades.

There are several measures that vividly depict the persistent impacts of racial disparities in the U.S. which are
tied to the ability to access homeownership ond high-quality neighborhoods:

Homeownership Rates Remain Lower for African American and Hispanic
Households Compared fo Whites

In 2017, the homeownership rate for white, non-Hispanic households was 72.3 percent. By comparison, the
homeownership rates for African American and Hispanic households were 41.6 and 46.2 percent,
respectively. The homeownership rate among Asian and Native Hawaiian/Pacific Islonder households was
57.2 percent in 2017.

Homeownership among African American households has continued to decline since the recession {although
holding steady between 2016 and 2017). In fact, African American homeownership rates remain at near 50-
year fows.x#

The homeownership rate among Hisponic households has increased somewhat since 2014, Incomes and
educational attainment levels among Hispanics have increased. In addition, Hispanics are forming households
at a faster pace than any other racial/ethnic group. It is estimated that since 2010, Hispanic households have
accounted for 60 percent of the growth in the number of homeowners in the U.S.x

Homeownership rates among households who are Asian, Native Hawaiian or Other Pacific islander also
remain substantially below the rates for white households. These lower homeownership rates persist even as
Asion households, on average, have relatively high credit scores, high incomes and high levels of educational
attainment. <

A key factor related to differential homeownership rates relates to varying credit scores among households of
different races. African American and Hispanic households tend to have lower credif scores than do white
households. Since credit scores are used by lenders to determine whether a household can borrow money and
what interest rate it will pay, these lower credit scores put African Americans and Hispanics at a
disadvantage when it comes to buying o home.

Credit history was reported as the reason for 28 percent of denied mortgage applications among African
Americans, compared with 22 percent among whites. Even higher-income African American households are
disproportionately denied o mortgage as a result of credit history.® The credit challenge is acute for
Hispanic households, as well. More than a quarter of Hispanic households are “credit invisible” or have an
unscored credit record, preventing access to mortgage credit financing.*"
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Credit scores are calculated by applying o mathematical formula to household data compiled by the three
maijor credit bureaus. This data includes information about any prior mortgage, car loans and credit cards,
and some other payment information. Usually missing from credit score caleulations is information on utility,
telecom and rent payments. When these data are included in credit scoring models, they typically reflect
negative activity, since this information is usually not reported unless an individual misses or falls behind on a
payment. There is seldom a record of consistent on-time utility, telecom and rent payments to serve as an input
to credit score coleulations.

Recent research from the Urban Institute demonstrates how the current method of calculating credit scores is a
factor in perpetuating racial disparifies in wealth and economic security. ™™ The National Association of Real
Estate Brokers and the National Association of Hispanic Real Estate Professionals, among others, have
suggested that the use of alternative credit scoring models could expand mortgage lending significantly to
both African American and Hispanic households.x* Alternative credit scoring models incorporate additional
data and payment history, including data that would help support the credit scoring for households with “thin”
credit files. By one estimate, the use of alternative, predictive credit scoring models could bring more than
115,000 African Americans info the mortgage market in one year alone.™ NAR is actively seeking the
acceptance of alternative credit scoring models by HUD and the Federal Housing Finance Agency.

Homeownership and the resulting equity a homeowner builds up is the primary way in which most Americans
accumulate wealth. Largely as a result of lower homeownership rates, minority households in the U.S. have
significantly lower levels of wealth than do white households. In fact, the median wealth of white, non-Hispanic
households is more than 14 times greater than the median wealth of African American households in the U.S.
Wealth among white households is about 11 times greater than that for Hispanic households. {The median
wealth level for Asian households is similar to white households.)

FIGURE 2

Select Socioeconomic Characteristics by Race/Ethnicity (U.S.)

Wi 2.5 $63,155

‘ African Amé(icdh i 3 1R09% o L 838,555

| Hispanic . 15.3% $46,882

Asign S B6W% 5300 o 28% 680700 %

Sources: 'U.S. Census Bureau 2016 American Community Survey; 2 U.S. Bureau of Labor Stofistics, £-16 Unemployment Rates by Age, Sex,
Race and Hispanic or Latino Ethnicity; 3U.S. Census Bureau Current Population Survey /Housing Vacancy Survey
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The wealth gap in the U.S. primarily is a housing wealth gap. ‘ ‘
Non-white households are significantly less likely to have

positive home equity. Among those who do have equity in a

home, median housing wealth for African American and Hispanic
homeowners is about half the level of white homeowners.

Lower homeownership rates have impacts for racial minorities that
can last generations. Lower homeownership rates mean less
opportunity for a family to accumulate wealth. Lower famity
wealth means fewer resources to help subsequent generations pay
for college, start a business—or to become homeowners
themselves. Then the cycle continues.

FIGURE 3
U.S. Homeownership Rates by Race/Ethnicity
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| have a big issue with that term “if

you qualify.” What does that
mean?...if vou qualify is saying o

whole fot. It’s saying, well, [did] vour
past generation, do your parents, do

your grandparents understand
insurance policies and estate
planning and carrying on

generational wealth? Probably not,
so that’s a bia if. That’s where the

problem is.
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FIGURE 4
Median Net Wealth by Race/Ethnicity, 2013
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Source: U.5. Census Bureay, Survey of Income and Program Participation, 2014 Panel, Wave 1

African American and Hispanic Renters are More Likely Than White
Renters to be Cost Burdened

Compared to whites, African American, Hispanic and Asian households are much more likely to rent than fo
own their homes. In addition, African American and Hispanic renters spend a higher share. of their incomes on
housing costs than do white renters. In 2016, 42.7 percent of white renters were cost burdened, spending 30
percent or more of their income on housing costs. By comparison, the rates of cost burden were 54.7 percent
and 53.7 percent for African American and Hispanic renters, respectively. About 47 percent of Asian or
Pacific Islander renters were cost burdened. X

Rates of cost burden for renters vary across the country. In some of the nation's highest cost areas, African
American and Hispanic renters face tremendous challenges finding housing they can afford. A shortage of
new residential construction is a primary cause of this rental affordability challenge.* Therefore, an increase
in the supply of new rental housing is critically important for addressing renter cost burden, generally, and the
cost burden faced by minority renters, in particular.

There are significant implications of spending a disproportionately high share of household income on rent.
Severely cost burdened renters have less money for food and health care compared to other households who
find affordable housing. Less spending on these necessities can have devastating impacts on health and well-
being, particularly among those living on very low incomes. ™
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FIGURE B
Renter Cost Burden by Race/Ethnicity, 2016
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Source: Joint Center for Housing Studies rabulations of 2016 American Community Survey T-year data. Online
http:/ /www.jchsharvard.edu/ARH_2017_cost_burdens_by_race *Asian/Other includes Native Hawaiian and Other Pacific Iskander, Native
American, and multiracial renters.

In addition, renters—particularly those who are cost burdened—have a difficult time building up a credit
history and bolstering their credit score. More than half of renters have a credit score that is foo low to
qualify for most mortgages.® Finally, cost burdened renter households have a hard time saving for a down
payment and therefore face additional obstacles to homeownership.~¥i

Displacement of Minority Households

Residential displacement is part of the history and legacy of housing discrimination in the U.S, Historically,
federally-sanctioned efforts were instrumental in displacing minerity residents from urban neighborhoods. For
example, under the federal urban renewal program that was instituted as part of the federal Housing Act of
1949, the government cdleared large areas of land in urban neighborhoods for redevelopment for “higher”
uses, which resulted in the displacement of an estimated one million people, mostly people of color. > The
development of the federal highway system in the 1950s also had the impact of destroying many African
American communities and forcing significant displacement among African American residents, i
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‘ ‘ It’s bigger than just 'you can't five More recently, “market-based” displacement associated with
somewhere." ... This also incorporates new investment and population growth has resulted in similar
how people might want to live where pressures in some urban, predominantly minority

you live, right? And the means to
sustain the housing there, to bring
resources that could be used to bring
that porch up to code so that that
family stays there. So if there were
public resources or a way for folks to

get that money--and make those
things happen instead of having a negative. But gentrification can cause displacement if new

somebody swaop in and steal it. higher-income residents are able to bid up homes prices ond
, , rents in o neighborhood and when new investment in residenfial

neighborhoods. Investments in historically underinvested
neighborhoods often comes along with the movement of higher-
income, often white residents into urban, often predominantly
minority neighborhoods. The term “gentrification” is typically
thought of in negative terms; however, investment and
population growth in underserved communities, is not, by itself,

- Focus Group Participant construction targets the newly arrived demographic. Public
investment that supports gentrification can mean that public
resources are used to attract new residents, sometimes af the

expense of existing, long-term minority residents. These residents are not able to accrue the benefits of the
improvements and additional amenities and services in their neighborhoods. Even if residents own their home,
they may see property taxes increase to an amount not sustainable for long term residence.

Investing in neighborhoods can improve amenities, public safety and property values. However, it has been
difficult for many to find a balance that provides that lower-income, often minority residents, are not priced
out and are able to benefit from improved neighborhoods,*x*

Racial and Economic Segregation in the U.S. Remains Very Common

Racial and economic segregation remains a pervasive challenge across the country. Neighborhoods
throughout the U.S. have long been separated along radial lines, with divisions that date buck to the legacy of
slavery and Jim Crow laws. Despite the adoption of the Fair Housing Act in 1968, racial and economic
segregation still defines most urban areas. Whites tend to live in neighborhoods with low shares of minority
residents, while African American and Hispanic residents tend to live in neighborhoods with high shares of
minorities.***

Attitudes about segregation and integration have improved since the 1960s, but there s still a substantial
share of people who believe individuals should be able to take actions to ensure that they do not live in a
neighborhood with someone of a different race. Whites express increasing “tolerance” of African American
neighbors; however, there remains a sirong preference among white prospective homebuyers—parficularly
those with children—to live in majority white neighborhoods. Remarkably, according to recent research, a
significant share of whites {28 percent} still believe that homeowners should be allowed to refuse to sell o
home to an African American. >
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MEASURING RACIAL
SEGREGATION

By some objective measures, there have been modest declines in
levels of racial segregation. In 45 of the 52 largest metropolitan
areas in the U.S,, racial segregation as measured by the index of
dissimilarity declined between 2000 and 2010-2014.>% Researchers
have suggested that these small declines in segregation have resulted
from population shifts of both African American and white residents,
as well as the growth and dispersion of the Hispanic and Asian
populations. > Despite improvements, there remain substantial racial
inequalities and segregation in most places across the country.

Over time, legally-sanctioned discrimination in housing markets has
been replaced by so-called “race-neutral” policies that have had the
effect of exduding racial minorities from housing and neighborhood
options. Redlining and radially restrictive covenants limited housing
options of African Americans in earlier decades, but today local fand
use decisions and zoning regulations often play a role in dictating
where racial minorities—and particularly African Americans and
Hispanics—can live v

Zoning is the regulatory tool local communities use to dictate the type,
amount and locations of development activity. Exclusionary zoning
policies, including requirements for large lot sizes and large housing
unit sizes, make it difficult for lower-income households, induding
minority households, to live in certain communities. v

At the same time, some federal and local housing programs are
designed in such a way that they promote the construction of new

lower-cost housing not in areas of opportunity but rather in distressed neighborhoods where there is already
a concentration of lower-income and minority residents. These patterns are being increasingly challenged in
court and in the public arena as there is better understanding of the role neighborhood plays in supporting

individual and family well-being. v

Persistent racial and economic segregation resulting from implicit discrimination and /or from supposedly

“race-neutral” policies, such as exdlusionary zoning, indicates that there is still work to be done to ochieve the

goals of the Falr Housing Act and to promote access to high-opportunity neighborhoods.

‘ ‘ Wee still have peaple who randomly stili ask me to this day, and P'm shocked, "I don't
waont to live in an X neighborhood. | don't want to live in o neighborhood with black
people or too many Hispanics. I'm shocked by this. Holf the time, I don't think they don't
realize that P'my @ minority, And they soy it like blotantly soy it

- Focus Group Participant
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WHY IS FAIR HOUSING AND ACCESS TO HOUSING OPPORTUNITY
IMPORTANT?

NAR has affirmed that “where people live has a direct impact on the quality of their health, education, and
access to economic opportunities.” ¥ A considerable body of research has documented the ways in which
homeownership, housing affordability and neighborhood quality impact individuals, families and communities,
When minority households have their housing and neighborhood options limited, they have less access to high-
performing schools, high-quality services and amenities, jobs and transportation. These impacts extend beyond
the individuals and families themselves to the larger community.

Benefits to Individuals and Families

Research consistently demonstrates that access to stable, decent and affordable housing promotes positive
outcomes for families, including better educational outcomes for children and better physical and mental
health outcomes for people of all ages.*¥ In addition, the prospects for upward economic mobility and self-
sufficiency are strongly correlated with the availability of affordable housing that is connected to jobs, transit
and other amenities and services,ooix

Homeownership, in particular, is an important factor in promoting housing stability and supporting family well-
being. There is research that demonstrates a relationship between saving for a down payment and school
performance. Specifically, children in families who purchased a home with a down payment are significantly
less likely to drop out of school than are other children® Recent studies also have documented that the wealth
building effect of homeownership is associated with a greater sense of control among homeowners in a stable
housing market, which leads to positive mental and physical health outcomes.

Benefits to Communities

A wide range of housing types at all price and rent levels helps build thriving, diverse and engaged
communities. When all residents—regardless of race, cultural background, income, age or disability status—
are able to access a community’s opportunities and services, everyone benefits. Stable neighborhoods have
less crime.* Homeowners are more actively engaged in the community and are more likely to participate in
civic and neighborhood groups.*™ In addition, there is some evidence that homeownership programs may
result in increased property values near subsidized housing and can, under the right circumstances, draw other
non-housing investment to a community. <™

While having access to affordable housing in high-quality neighborhoods is important for the well-being of
individuals and families, the benefits extend beyond the families themselves. For example, children who live in
stable, offordable housing in good neighborhoods do beiter in school. But it turns out that schools and
students overall do better when lower-income and minority students have access to housing opportunities.
Research has demonstrated that white students who aftend schools that are racially and ethnically diverse
exhibit better learning outcomes, have better social and psychological outcomes and experience long-term
benefits from school diversity compared to white students in predominantly white schools.*

In addition, it has been documented that o sufficient supply of housing with homes that are affordable to
households all along the income spectrum is critical to supporting sustainable, long-term local economic growth.
Increasing housing options that allow people to live near where they work reduces commute times and traffic
congestion and con serve as a catalyst for successful fransit options. Successful transit requires a concentration
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of people to operate efficiently and having more housing concentrated near transit creates a ready pool of
potential transit users. Having a sufficient supply of housing affordable for all workers is increasingly
important to the ability of businesses to ottract and retain workers. Quality of life issues—including housing
costs and availability—are critical drivers of business decisions about where to locate or expand. X

Expanding access to homeownership and promoting radial and economic integration is increasingly being seen
as an important local and regional economic development strategy. Research conducted in 2015
demonstrated thot U.S. regions that were most economically integrated—that is, had neighborhoods where
higher-income and lower-income households were able fo live side by side—were more economically resilient
and bounced back from the economic recession better than regions that had more segregated
neighborhoods.

Benefits to REALTORS®

In addition o being good for communities and local economies, expanding housing opportunities through
neighborhood investment and connecting households to neighborheods of opportunity is also good for the
business of REALTORS® themselves.

By many measures, African American and Hispanic REALTORS® do not fare as well as white REALTORS®.
Non-white REALTORS®—-and African Americans, in particular—earn significantly lower compensation than
white REALTORS® even after accounting for differences in age and experience. According to a 2017 report
from NAR’s Research Group, among residential specialists, the median gross income of African American
REALTORS® is less than half that of white and Asian/Pacific Islander REALTORS®. <V

FIGURE 8
Median Gross Income by Race/Ethnicity, 2017
Residential Specialists
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Source: Choosing o Career in Real Estate: A Perspective on Gender, Race, and Ethnicity. Washington DC: National Association of Realtors®
Research Group.
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Overall, the typical residential REALTOR® had o median sales volume of $1.87 million in 2016; for African
Americans, the median was just $500,000. The primary driver in differences in sales volume is the median
home value of properties sold. In 2016, the average value of o home sold by an African American
REALTOR® was $188,600, compared to $286,800 for whites, $432,400 for Asians and $257,400 for
Hispanics,*ix

Investments in neighborhoods that increase homeownership opportunities for African Americans and other
minority h holds will be a benefit to all REALTORS®. About 85 percent of all residential and dual real
estate specialists operate in an area where there is a presence of two or more races; 73 percent work in
communities that are either “somewhat” or

“highly” mixed between several races and

ethnicities.! As o result, almost all ‘ ‘ If more minorities are applying for FHA toans 1o buy o
REALTORS® stand to benefit from condo and o homeowner wanls to keep minorities out of
expanding homeownership to historically the complex, then he or she can just say, "My complex is
underserved groups, making investments to not FHA opproved.” And therefore, they eliminat

improve neighborhoods and helping to fikelihood of the compilex be
connect all prospective homebuyers with
housing options in areas that are well-
connected to high-quality amenities and
services.

coming mo

~ Focus Group Participant ’ ,
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OPPORTUNITIES FOR ACTION

The National Association of REALTORS® is committed to education and advocacy to ensure that housing and
neighborhood options are not limited to someone because of his or her race or ethnicity. In addition, NAR
remains dedicoted to promoting inclusion and diversity throughout the real estate community.

With extensive input.from REALTOR® focus group participants, the following are four recommendations for
how NAR, local associations and individual REALTORS® can continue to work to advocate for fair housing and
support housing opportunity:

1. Increase Diversity in Leadership and Representation at NAR and Within
Local Associations

By facilitating and supporting joint collaborations between local chapters of multicultural real estate
organizations and local REALTOR® associations, NAR can promote increased diversity and inclusion in
the leadership of local real estate organizations. Associations can recruit into leadership training
programs members from groups that have fraditionally been underrepresented in their leadership. In
addition, local REALTOR® associations can include an emphasis on diversity their grassroots political
activities.

2. Promote Awareness About Fair Housing Issues

As an important action to build momentum, NAR should continue to state publicly that challenges of
housing discrimination and access to housing choices remain even 50 years after the passage of the
Fair Housing Act. Among its membership, NAR can include greater education and information about
the current state of residential segregation and economic disparities and the lasting impacts of racial
discrimination. Externally, NAR members can be active partners with other organizations committed to
educating the general public about fair housing and access to opportunity.

3. Support State and Local Efforts to Expand Housing Options

Local REALTOR® associations can collaborate with other organizations to support specific referenda,
policy recommendations and residential projects that support the mission of NAR and promote fair
housing and housing opportunity. NAR can work with multicultural real estate organizations, including
at the state and local level, to examine the relationships between fair housing and school quality,
healthy communities and economic opportunities, and determine how REALTORS® can indusively serve
all communities.
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4. Advocate for National Strategies Aimed at Promoting Housing
Opportunities

NAR has long been an important voice on national housing policy issves. On this 50" anniversary of
the Foir Housing Act, NAR should continue its leadership role in advocating for policies that expand
housing opportunities, reduce disparities in access to homeownership and address persistent economic
inequalities. Fair housing and housing opportunity are at the heart of many of the federal issues that
NAR works on. For example, supporting an Alternative Credit Score policy is one important way to
help open up homeownership to those who remain unfairly on the sidelines.

In addition, NAR can continue to be a strong proponent for expanding fair housing protections, as it
was in 1988 when it supported the addition of familial status and disability as protected classes
under the Fair Housing Act. NAR continues to champion equal housing opportunity by seeking and
supporting legislation to expand the Fair Housing Act to prohibit discrimination based on sexual
orientation and gender identity.

CONCLUSION

Fifty years after the passage of the Fair Housing Act, there have been dramatic declines in levels of explicit
housing market discrimination. However, implicit forms of discrimination and persistent inequalities in access to
homeownership and housing opportunity still exist. It is important for all members of the REALTOR® community
to understand the legacy of discrimination and the implications of racial and economic segregation. The
National Association of REALTORS®, local associations and individual REALTORS® have an important
responsibility for being ot the forefront of expanding education and awareness of fair housing issues both
within the REALTOR® community as well as more broadly. Only with this commitment will it be possible to
continue to address current and past discrimination and help promote housing opportunity for all.
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Introduction

UnidosUS, formerly the National Council of La Raza, is the largest national Hispaniccivil

rights and advocacy organization in the United States. For more than 50 years, we have worked
to advance opportunities for low-and moderate-income Latino families so that they can achieve
economic stability and build wealth. In this capacity, UnidosUS, with its network of nearly 300
Affiiates—local, community-based organizations in 35 states, the District of Columbia, and
Puerto Rico—provides education, health care, housing counseling, workforce development, and
financial coaching programs to millions of citizens and immigrants in the United States annually.

For almost three decades, UnidosUS has conducted research and analysis and has testified
before Congress on issues related to improving the financial well-being of Latinos; including
strengthening the Community Reinvestment Act and the Home Ownership and Equity Protection
Act {(HOEPA), supporting strong fair housing and fair lending laws, creating a fair and equitable
credit scoring system, increasing access to financial services for fow-income families, and
promoting homeownership in the Latino community.

In addition, the UnidosUS Wealth and Housing Alliance {UWHA) is the nation’s largest network of
community-based organizations working to empower Latino wealth-building through
homeownership. The UWHA develops effective programs that blend research, advocacy, and
direct housing and financial counseling. The UWHA is a housing counseling intermediary
approved by the Department of Housing and Urban Development {HUD} and trains hundreds of
housing counselors emphasizing individual and culturally competent counseling. Established in
1997, the UWHA includes 50 independent community-based organizations, that supports more
than 60,000 families a year.

This statement provides a brief history of Latinos” access to homeownership and identifies three
barriers the community currently faces in accessing homeownership.

Background

Latinos, Blacks, new immigrants, and other underserved groups have long been shut out of
access to safe and affordable homeownership opportunities. Beginning in 1934, the Federal
Housing Administration (FHA) ranked “races” and “nationalities” with respect to their perceived
level of desirability in the lending and real estate markets. FHA’s chart, summarized below, lists
White Anglo-Saxons at the top of the list and Latinos and Blacks at the bottom.!

1 English, Germans, Scotch, Irish, Scandinavians
2 North ltalians

3. Bohemians or Czechs
4

Poles

" The terms “Hispanic” and “Latino” are used interchangeably by the U.S. Census Bureau and throughout this
document to refer to persons of Mexican, Puerto Rican, Cuban, Central and South American, Dominican, Spanish,
and other Hispanic descent; they may be of any race.
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Lithuanians
Greeks
Russians, Jews (lower class)

South Italians

LNy N

Negroes
10. Mexicans

Following World War i, these practices continued to influence federal housing policy and how
credit was extended to purchase a home, in a process known as redlining.? This process allowed
White families to take advantage of government-guaranteed home loans, while Latinos, Blacks,
and other people of color, were largely excluded from the opportunity to obtain these
mortgages. This resulted in residential segregation and disinvestment in communities of color
where banks refused to lend money for homes in inner cities, and Latinos and Blacks were
excluded from suburban areas. These policies were largely eliminated following the enactment
of the Fair Housing Act of 1968 and the Equal Credit Opportunity Act of 1974, but some
discriminatory practices in lending continued.

Unfortunately, in the lead up to the financial crisis of 2007 —Latinos, like Blacks and other
Americans—were disproportionately steered into high-cost mortgage loans. Even when Latino
homebuyers had good credit, they were 30% more likely to receive financing options that were
high-cost and predatory. As a result, millions of families fost their homes to foreclosure,? and
Latino homeownership decreased by 4.1% between 2007 and 2014, falling from 49.9% in 2007
to a 10-year low of 45% in 2014.% Since 2014, Latino homeownership has rebounded two
percentage points, reaching 47.2% in 2017.

Even though the Latino homeownership rate has been on the rise, Latinos continue to
experience setbacks in the housing market. Persisent disparities still exist in the mortgage
market, and while mortgages to Latinos have increased overall, eligible Latino borrowers still
face credit barriers and growing challenges in their ability to afford a home in their community.

Barriers to Latino Homeownership

Latinos represent a growing and influential population in the housing market, as demonstrated
by sustained growth in Latino households and Latino homeownership. Despite recent gains,
continued low Latino homeownership rates and persistent homeownership disparities have the
potential to dampen the future prospects of the nation’s housing market. This section addresses
three barriers to Latino homeownship: access to credit, down payment assistance, and rising
housing costs. )

Access to Credit

Credit in the United States has been traditionally extended based on a credit score. While this
score is intended to be an impartial measure of a person’s creditworthiness, it can reinforce
discriminatory and unfair disparities, including access to homeownership. Credit scores reflect
historic wealth; those with more wealth are likely to have better credit history and a positive
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credit score because they can pay their bills on time and are better equipped to weather
financial setbacks or emergencies.

Because the credit information of Latinos and other communities of color are not adequately
captured and more accurately scored, they tend to have lower credit scores than their White
counterparts. In 2013, the Urban Institute found that in 2013, only 41% of Latinos and 33% of
Black consumers had a FICO score of 750 or higher, while more than 64% of Whites had a score
of 750 or higher.® Latinos continue to face challenges in accessing safe credit products, in part
because they are inadequately captured by traditional credit reporting systems. For example,
30% of Black and Hispanic consumers are credit invisible or are unscoreable, compared to 17%
of Whites.

To ensure that Latinos” credit information is adequately captured and more accurately scored,
the lenders, credit scoring agencies, and secondary market mortgage investors should expand its
use of non-traditional credit information and adopt new credit scoring models that incorporates
alternative data, in their mortgage underwriting systems. For example, Fannie Mae and Freddie
Mac should finalize and implement their proposed rule which contemplated alternative credit
scoring models in their underwriting and risk-based pricing frameworks.

Down Payment Assistance

One of the primary barriers confronting most of today’s prospective homebuyers is the ability to
accumulate sufficient savings to make a down payment. According to several industry studies,
saving for a down payment was ranked as the most difficuit step in the home buying process.”

Programs that have coupled down payment assistance or low down payment requirements with
appropriately designed loan products have proven to be of great assistance to first-time
homebuyers. For example, in 2010, the HUD Neighborhood Stabilization Program cited down
payment assistance as a crucial approach to stimulating homeownership within low-and
moderate-income communities.® UnidosUS surveys of the Financial Services Advisory Council, a
group of 10 UnidosUS Affiliates serving more than 50,000 Latinos annually, noted that down
payment assistance is a critically important tool in their Latino communities.®

To help Latinos and low-wealth communities overcome a historical gap in savings, the housing
finance system should promote and adopt innovative loan programs that promote safe and
affordable products that do not require a large down payment. These should include low down
payment mortgage programs and programs that pair down payment assistance with safe,
affordable loan products and integrate housing counseling. By offering viable pathways to
overcome a lack of adequate savings, down payment assistance programs can create
opportunities for more American families to successfully enter into homeownership with equity.

Rising Housing Costs

Many Latino homebuyers struggle to find a home at a price they can afford. The supply of
existing single-family homes for sale, especially more modestly-priced homes, is low. For
example, even in moderately sized, moderately priced, and fast-growing metros such as Boise,
Idaho; Charlotte, North Carolina; Des Moines, lowa; and Durham, North Carolina, 65% of existing
homes for sale were at the upper end of the market.’® And, in five of the 10 most unaffordable
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metro areas by home price to income ratio, Latinos make up between 20 to 35% of
households.*!

Greater federal investment is needed to help close the gap between stagnating incomes and
rising housing costs, and to increase affordable housing stock. For example, investments in the
Federal Housing Trust Fund and HOME Investment Partnerships can help boost affordable
housing construction. In addition, re-introducing a refundable first-time homebuyer tax credit
and removing caps on Fannie Mae and Freddie Mac’s conforming loan limits can help families
with modest incomes afford financing in high cost areas.

Conclusion

Latinos face persisting disparities in access to affordable homeownership. Greater access and
affordability in the nation’s housing market is needed to close homeownership gaps and put
Latinos back on a path to building equity and wealth.

IRice, Lisa, “An Examination of Civil Rights Issues with Respect to the Mortgage Crisis: The Effects of Predatary
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Chairman Cleaver, Ranking Member Duffy, and Members of the Subcommittee, the Chenoa Fund
is very pleased to submit testimony for the record for the hearing on addressing the important
issue of examining the barriers to minority homeownership.

Unfortunately, today’s minority populations still have a much lower homeownership rate than
non-minority populations. The homeownership rate in the African-American community, for
example, is the lowest it has been since 1968. Additionally, the Federal Reserve found that the
average net worth of a homeowner was $195,400 -- 36 times that of the average renter, with a net
worth of $5,400.

Homeownership is a clear, critical factor in narrowing the racial divide in our country.

The Chenoa Fund, an American Indian-owned national housing finance agency, has been working
steadily since its inception in 2013, to responsibly expand homeownership opportunities to
minorities, low- to moderate-income, and first-time home buyers through its down payment
assistance programs. Fully 54% of Chenoa’s borrowers are minority borrowers; over 60% are
Jow- to moderate-income borrowers; and nearly all of their customers are first-time homebuyers.
In stark contrast to the Chenoa Fund’s mission to assist minority and first-time homebuyers, the
Department of Housing and Urban Development is advocating curtailing down payment
assistance programs provided by Governmental Entities — i.e., national, state and local housing
finance agencies. In the case of down payment assistance programs provided by national housing
finance agencies that are owned by American Indian tribes (e.g., the Chenoa Fund'), HUD ‘s
recently released Mortgagee Letter (ML) 2019-06, Downpayment Assistance and Operating in a
Governmental Capacity (Mortgagee Letter), limits those agencies’ activities to providing down
payment assistance to only to those tribal organization’s enrolled members and/or only to tribal
members living on their respective reservations.?

Bishop Harry Jackson, senior pastor of the Hope Christian Church, Beltsville, Maryland, spoke
eloguently on the impact of HUD's ill-advised Mortgagee Letter:

Many racial challenges facing this country stem from our massive disparity in wealth.
White households enjoy 12 times the net worth of African American households, a
disturbing gap that grows wider by the day. While nearly three out of four whites own
homes, the African American homeownership rate is 41 percent — the lowest it has been
since 1968.

A primary reason for this disparity is that unlike many whites, African Americans typically
lack intergenerational wealth to assist their children with the most important purchase of
their lives, buying a home. As a result, government policies that hinder effective programs

! The CBC Mortgage Agency (“CBCMA” —i.e., the “Chenoa Fund), is a wholly-owned subsidiary of the Cedar Band
Corporation, which a wholly-owned Section 17 corporation of the Cedar Band of Paiutes. The Cedar Band of Paiutes
is located in Southern Utah. The net profits from the Chenoa Fund are used to support the Cedar Band of Paiutes’
essential governmental functions as well as social programs such as senior and youth programs; stipends to its senior
members over the age of 62; and economic development. (See attachment.)

* Among many other flaws, HUD’s policy initiative illustrates a complete lack of understanding of American Indian
organizations and the laws governing them, their members, how they operate and, very importantly, the capabilities
of American Indians to operate a successful down payment program. HUD’s policy agenda appears to embedy a
belief that American Indian organizations are incapable of running a housing finance agency well. Given its strong
record of performance, the Chenoa Fund, which is 100%-owned by the Cedar Band of Paiutes, is very obviously
proving that HUD’s underlying bias against American Indian organizations is wrong.
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like down payment assistance perpetuate a system that is leaving many African Americans
in a permanent, renting underclass.’

While HUD’s Mortgagee Letter has been stayed for 90 days, if it is allowed to go into effect, it
will not only put federally-chartered Native American down payment assistance housing finance
agencies out of business, it will also jeopardize all down payment assistance programs offered by
all governmental entities.

The impact of HUD’s Mortgagee Letter is very discriminatory, harms consumers, especially
minority consumers, and will not result in improving the financial solvency of the FHA Mutual
Mortgage Insurance Fund (MMIF).

HUD is particularly focused on Native American-owned housing finance agencies that are
federally-chartered by the Bureau of Indian Affairs because it mistakenly believes that
governmental entities, operating on a national scale, pose a risk to the MMIF. Just because these
housing finance agencies operate nationally, as a result of their federal charter, does not mean
they pose a risk to the MMIF. HUD has absolutely no data to support this ill-founded conclusion.

HUD should withdraw its Mortgagee Letter. In its stead, HUD needs to put in place a system
where it would monitor each governmental entity’s performance and pricing — a “Neighborhood
Watch” program, which can be done very easily by simply changing the data that is entered into
HUD’s existing system. This change would bring needed pricing and performance transparency
to loans in this market segment while enabling HUD and each governmental entity to better-
manage their programs. This transparent system would also benefit mortgage consumers using
these programs. ’

Below are summary points reviewing HUD’s ill-advised Mortgagee Letter, but attached is a
complete statement that fully reviews the issues surrounding HUD’s misguided attempts to
regulate government DPA and an appropriate alternative that avoids harmful impact on the
consumers who most need our assistance.

1. HUD’s Policy Initiative Has A Discriminatory Impact

Under the FHA rules, borrowers must make a down payment of 3.5% towards to the purchase of
their home if they intend to get an FHA-insured mortgage. Borrowers who do not have a 3.5%
down payment or who would prefer to save their down payment so that they have a financial
“cushion”™ once they buy their home, can get down payment assistance from:

+ Relatives
+ Governmental entities (i.e., national, state and local housing finance agencies)
+ Non-for-profit organizations

Seller-funded down payment assistance is strictly forbidden by federal statute and HUD's
regulations, so seller-funded FHA-insured down payment assisted loans have not been available
since July 2008 when legislation was enacted that made these loans illegal (Pub.L. 110-289).

? https://www.uhousi.con/blog- 1 /hud-s-new-rule-crushes-the-american-dream-and-threatens-african-american-
economic-empowerment

[}
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According to HUD’s statisties in its published reports, down payment assistance provided by:

* “Relatives”™ represents approximately 16% of the FHA book of business
s “Governmental Entities” represent approximately 7% of the FHA book of business

Also, according to HUD’s statistics, the default rates for the FHA-insured mortgage with down
payment assistance provided by “Relatives™ is very similar to the default rates for FHA-insured
mortgage with down payment assistance provided “Governmental Entities™ approximately
4.91% vs. 5.12%, respectively.

The vast majority of borrowers receiving down payment assistance from the “Relatives™ group
are fortunate enough to come from families that accrued intergenerational wealth and whose
relatives have the financial ability to provide their children (or relatives) with a down payment
towards the purchase of the borrower’s home.

Of course, most low- to moderate-income and minority borrowers do not come from families who
have had the ability to accumulate intergenerational wealth; those borrowers absolutely need the
down payment assistance programs offered by governmental entities.

HUD, despite the fact that the down payment assistance provided by “Governmental Entities” is
only approximately 6% of FHA’s book of business and its default performance is almost identical
to the default record of the “Relatives™ group, is focused on limiting the down payment assistance
provided by governmental entities — the source of down payment for most low- to moderate-
income and minority borrowers. To make matters worse, HUD is so limiting national Native
American down payment assistance programs that they will effectively be shut down. Today,
25% of the down payment assistance provided by “Governmental Entities,” as a group, are loans
made to minorities. In the case of the Chenoa Fund, 54% of their down payment assistance is
made to minorities.

2. HUD’s Policy Initiative is Financially Unsound

Currently, HUD only collects performance and pricing data for “Governmental Entities” as a
group. HUD does not collect performance and pricing data for each individual governmental
entity (or Housing Finance Agency). As a result, HUD is not able to discern the performance and
pricing of FHA-insured mortgages with down payment assistance from any individual
governmental entity. HUD has simply assumed that the down payment-assisted loans provided
by national American Indian-owned down payment assistance lenders — and more specifically, the
Chenoa Fund — has higher default rates and that their loans had higher interest rates than other
governmental entities.

Since HUD does not have any performance and pricing data for any individual governmental
entity (Housing Finance Authority), Chenoa Fund asked Moody’s Analytics to pull their loans
from the Ginnie Mae loan pools and analyze their performance. Moody’s Analytics data showed
that the loans that were assisted by the Chenoa Fund performed better that the loans assisted by
“Government Entities,” as a group.

Moreover, the Chenoa Fund prepared a pricing study of all of their loans compared to the pricing
of the loans assisted by all of the other governmental entities last fall. They found that the
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Chenoa loans, on average, were priced more competitively than the loans assisted other
governmerital entities.If HUD believes that specific governmental entities pose excessive risk to
the MMIF or that certain government entities are charging consumers too high of an interest rate,
then Chenoa is clearly not the source of the problem.

In order to be able to better manage the MMIF, HUD needs to begin to collect and make publicly
available the performance and pricing data on each individual governmental entity. This can be
implemented very easily and would not require any systems changes. A more granular level of
data would not only help HUD better manage the MMIF, but it would also help each
governmental entities better manage their programs.

In addition, the pricing and performance data should be transparent and made publicly available,
as HUD does with the Neighborhood Watch Program for first mortgage lenders. By setting up a
Neighborhood Watch Program for governmental entities, defaults can be managed and reduced
and pricing can be kept in check.

3. The Mortgagee Letter Violates the Fair Housing Act by Requiring Lenders to
Consider Race in Deciding Whether to Provide Down Payment Assistance

In 2014, HUD brought enforcement action against a lender alleging violations of sections 804(b)
and 805(a) of the Fair Housing Act because the lender allegedly subjected the borrowers to
discrimination on the basis of race where the lender considered the location of the property, which
was within the boundaries of a American Indian reservation, in denying the loan. See U.S.
Department of Housing and Urban Development, Title VIII Conciliation Agreement, FHEQ Title
VI Case No. 08-13-0299-8. HUD settled a second, similar case with similar facts in 2018.

The Mortgagee Letter requires tribal lenders to consider the location of the property on a Native
American reservation, since it effectively limits such lenders to providing down payment
assistance within the geographic bounds of the reservation, and thus requires lenders to consider
the very factor that HUD found discriminatory in 2014.

Moreover, the Mortgagee Letter requires tribal lenders to even more directly consider the race of
the borrower, as such lenders may only provide down payment assistance outside the geographic
bounds of the reservation if the borrower is an enrolled member of the tribe. This means that
where a borrower is seeking down payment assistance on a property outside the bounds of a
reservation, the provider must request and consider the borrower’s race in order to determine
whether it can make the loan.

Significantly, the Mortgagee Letter prohibits lenders from providing down payment assistance to
members of a different tribe unless that members’ property is located on the down payment
assistance provider’s tribal land. Therefore, not only must down payment assistance providers
consider race directly, but they must also consider the exact tribe of the borrower.

* The Moody’s Analytics data on the performance of the Chenoa Fund’s loans, as well as the results of the October
2018 pricing study, were provided to HUD on November 27, 2017, in a letter sent by former HUD General Counsel
Michael Flynn, now a partner and head of the Financial Institutions practice at Goodwin Procter, LLP.
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4. HUD’s Policy Initiative Reduces Innovation; Could Result in Monopoly Pricing,
Harming Mortgage Borrowers, Particularly Minority Borrowers

HUD’s position that governmental entities be limited to operating within their individual
geographic areas would create regulatory monopolies across the country, reducing innovation in
the down payment assistance space. This would be very damaging to consumers who would be
denied the benefit of options and innovations that would result in higher costs to borrowers and
less benefit.

The Chenoa Fund also brings efficiencies to this space. Last year alone, the 1300 plus
government housing finance agencies made over 90,000 changes to their programs. The Chenoa
Fund can offer one set of program requirements that participating lenders can implement across
their lending platforms. These efficiencies ultimately save consumers money.

5. HUD’s Policy Initiative is Contrary to the United States Government’s 85-year
Policy of American Indian Self-Governance and Self-Determination

Beginning in 1934, the U.S. Government firmly established a policy of self-determination and
self-governance towards Native American tribes. The policy has been to allow the Native
American tribal organizations to establish businesses and operate them without geographic or
demographic limitation in order to provide for themselves. HUD’s proposal to “put the Indians
back on the reservation™ is a very significant change in the current Federal Indian policy, and
would set a terrible precedent. Moreover, HUD has failed to comply with Executive Order 13175
and HUD’s own policy, which require that each Federal Government agency engage in tribal
consultation before they make policy change that would impact an American Indian tribe.

6



168

Governmental Entities’ Down Payment Assistance Programs:

HUD’s Misguided Attempts to Regulate Down Payment Assistance
and
An Appropriate Alternative Solution

Respectfully Submitted By:
The Cedar Band of Paiutes’

CBC Mortgage Agency
(the “Chenoa Fund™)
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. Of the families assnsted by the: Cedar B
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Section Two: Mortgagee Letter 2019-06

The Mortgagee Letter Impermissibly Limits Sovereign Immunity of Indian Nations

HUD does not have the statutory authority to establish the rules contained in the Mortgagee
Letter, and it infringed Cedar Band’s due process right to fair notice. Most importantly, the
Mortgagee Letter encroaches on tribal sovereignty. Deeming tribal activities to be non-
governmental is tantamount to deeming tribes to have waived sovereign immunity and tax exempt
status with respect to those activities. HUD, however, has no authority to create such a limitation.
“To abrogate tribal immunity, Congress must ‘unequivocally” express that purpose.” C & L
Enters., Inc. v. Citizen Band Potawatomi Indian Tribe of Okla., 532 U.S. 411, 418 (2001).
Congress has not unequivocally abrogated tribal sovereign immunity in this context.

A determination by a federal agency that an American Indian tribe or its instrumentality which is
organized under the Indian Reorganization Act of 1934 is not acting in a governmental capacity
unless it is operating on the reservation or working with tribal members undermines various
powers and authorities of tribes and their instrumentalities. In 1934, the Federal Government
embraced a policy of self-determination and self-governance toward American Indian tribes.
Under this policy, American Indian tribal organizations have been encouraged to establish
revenue generating operations, without geographic limitations, in order to provide for themselves.
The new policy unveiled by HUD contradicts this long-standing federal policy and sets a
damaging precedent of limiting tribes’ governmental capacity to the reservation. Sucha
limitation would inhibit tribes” ability to leverage their sovereignty, which for many tribes is their
principal asset.

Most importantly, limiting tribal operations to the reservation will do nothing to limit defaults on
FHA mortgages, and CBCMA has offered to HUD meaningful ways for HUD to protect the
MMIF and better serve the borrowers it was created to serve.

The Mortgagee Letter Violates the Administrative Procedures Acct

The Mortgagee Letter is the result of an improper process and violates federal law. HUD released
the letter without prior notice, without soliciting comment, without consulting with affected
American Indian tribes and bands, and without gaining the approval of necessary executive
branch officials, including the President. HUD’s Mortgagee Letter purports to be an informal
“guidance™ document that merely “clarifies” existing law governing the provision of DPA. In
fact, the Mortgagee Letter represents a radical shift in longstanding HUD policy that effectively
outlaws CBCMAs business, and the issuance of the Mortgagee Letter violated the Administrative
Procedures Act, 5 U.S.C. § 500 et seq (the “APA™).

The Mortgagee Letter violates the Fair Housing Act by requiring lenders to consider race in
deciding whether to provide down payment assistance

HUD did not have statutory authority to issue the Mortgagee Letter because it forces lenders to
potentially violate the Fair Housing Act by requiring lenders to consider race in deciding whether
to provide DPA. In 2014, HUD brought enforcement action against a lender alleging violations
of sections 804(b) and 805(a) of the Fair Housing Act because the lender allegedly subjected the
borrowers to discrimination on the basis of race where the lender considered the location of the
property, which was within the boundaries of a American Indian reservation, in denying the

loan, See U.S. Department of Housing and Urban Development, Title VIII Conciliation
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Agreement, FHEO Title VI Case No. 08-13-0299-8. HUD settled a second, similar case with
similar facts in 2018.

The Mortgagee Letter requires tribal lenders to consider the location of the property on a
American Indian reservation, since it effectively limits such lenders to providing down payment
assistance within the geographic bounds of the reservation, and thus requires lenders to consider
the very factor that HUD found discriminatory in 2014,

Moreover, the Mortgagee Letter requires tribal lenders to even more directly consider the race of
the borrower, as such lenders may only provide down payment assistance outside the geographic
bounds of the reservation if the borrower is an enrolled member of the tribe. This means that
where a borrower is seeking down payment assistance on a property outside the bounds of a
reservation, the provider must request and consider the borrower’s race in order to determine
whether it can make the loan.

In addition, the Mortgagee Letter prohibits lenders from providing down payment assistance to
members of a different tribe unless that members’ property is located on the down payment
assistance provider’s tribal land. Therefore, not only must down payment assistance providers
consider race directly, but they must also consider the exact tribe of the borrower.

For more information on the Mortgagee Letter, and how it violates the law, visit
www.chenoafund.org/complaint and www.chenoaofund.org/memo.

Section Three: HUD’s Maligning of Nationwide DPAs

In its Annual Report to Congress, HUD states a key premise: certain governmental entities are
now operating DPA programs on a nationwide basis in a manner that puts the MMIF at an
unreasonable risk.! But HUD is attempting to make the case that governmental entities that
operate on a nationwide basis pose a risk to the MMIF not with data, but by analogy. HUD seeks
to compare nationwide DPA provided by CBCMA to the nationwide SFDPA programs, which
were banned by Congress in 2008.

Nationwide Seller-Funded Down Payment Assistance

To understand HUD’s bias against nationwide programs, it is essential to understand the history
of the now banned SFDPA. HUD guidelines require that a borrower provide a 3.5% down
payment to qualify for an FHA insured mortgage. If a borrower does not have those funds, their
down payment can come from relatives, non-profits and governmental entities. It is the Cedar
Band’s status as a governmental entity that qualifies it to provide DPA under HUD guidelines.
Sellers have always been prohibited from providing DPA. But in the early 2000’s, a practice
came to prominence, of which HUD was aware and allowed to exist for a time, whereby a seller
contributed funds to a non-profit, which would then provide a down payment for the borrower to
purchase the seller’s property.

When a seller was asked to contribute to a non-profit for a borrower’s down payment, the seller
would increase the purchase price of the home to account for this cost. During this period,

lenders communicated directly with appraisers (this was prior to the housing crisis and Dodd-
Frank, which tightened rules on appraisals). Lenders would routinely contact the appraiser and let
them know the value that was needed to make the transaction work, and appraisers were fully

! Annual Report at 92.
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aware that if they did not find that value, the lender could call another appraiser the next time an
appraisal was needed. Sellers, appraisers and lenders worked together in this manner with the
result being that the price of the home was inflated. Ultimately, HUD realized that when SFDPA
was used, the purchase price of the home was inflated, such that HUD would effectively end up
with a 100% loan-to-value first mortgage instead of what was required at the time: a 97% loan-to-
value mortgage.

In addition to the problem of home price overvaluation, and even more important to how the
underlying FHA mortgages performed, non-profits did not have any vested interest in the
underlying FHA mortgage. The vast majority of the non-profits did not impose any credit
restrictions or provide important borrower support services, such as education or counseling. This
contributed to borrowers with very questionable credit obtaining DPA and receiving an FHA
mortgage. Unlike these non-profits, CBCMA purchases the FHA first mortgage and, therefore,
has a significant interest in the FHA loan’s performance. CBCMA has credit standards and
borrower support services, such as mandatory pre-purchase education for borrowers with credit
scores between 620 and 639, and 12 months of post purchase counseling for every borrower that
CBCMA assists. In addition, borrowers with lower income qualify for a forgivable second
mortgage loan that provides borrowers with an earned equity interest to encourage them to
prioritize their FHA first mortgages over their other obligations. Under this program, qualifying
low- to moderate-income borrowers can receive a forgivable second mortgage, with no payment
and no interest due. The second mortgage is forgivable after 36 consecutive on-time payments on
the FHA first mortgage. This feature gives the most at-risk borrowers an immediate sense of
“skin in the game.”

Congress Banned SFDPA

Since HUD collected specific data for each non-profit organization by requiring that originators
enter the non-profit’s EIN into HUD’s system when the FHA first mortgage was originated, HUD
was able to determine, based on this data, that FHA loans assisted by non-profits funded by
sellers were defaulting at an unacceptably high rate. Based on this data, HUD determined the
practice of SFDPA posed an unreasonable risk to the MMIFE.

it so happens that Brian Montgomery, the current FHA Commissioner and Acting Deputy
Secretary of HUD, was also the FHA Commissioner at the time of SFDPA, and he led the effort
to ban the practice. In summary, HUD promulgated a rule banning SFDPA, justified by its non-
profit specific performance data. This rule was overturned in court, however, when HUD failed
to follow appropriate APA standards. When rule-making failed, HUD turned to Congress to
outlaw SFDPA, which it did in 2008 when the Home Equity Recovery Act of 2008 (HERA; PL
110-289) was enacted (see section 203(b)(9)}(C)). While HUD was able to get Congress to fix one
problem with DPA, HUD failed to properly manage DPA programs. HUD failed to provide
sufficient oversight and monitoring of the DPA provided by governmental entities by properly
tracking which governmental entity provided the DPA on any FHA loan. It appears HUD is
making the same mistake now by issuing the Mortgagee Letter to effect changes in a way that
again violates the APA and by going to Congress to ask for more clarity on Section 203(b)(9)(C),
while again completely avoiding proper management and oversight of government DPA programs
by properly tracking them. HUD needs to properly manage DPA, rather than taking actions that
are extremely damaging to tribal interests and minority borrowers that are based on erroneous
assumptions and that will not, in any way, improve the risk management of the MMIF, or even
lower the risk to the MMIF.
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Nationwide Programs Do Not Pose a Risk to the MMIF

The non-profits that provided SFDPA operated on a nationwide basis. So, in response to
CBCMA offering DPA on a nationwide basis, some at HUD conjure up images of SFDPA and
propagate the myth that nationwide DPA providers, as a rule, are a risk to the MMIF. Why is
HUD claiming nationwide DPA programs like CBCMA pose an unacceptable risk to the MMIF,
even though CBCMA provides its down payment assistance in a manner exactly similar to all of
the other governmental entities providing secondary financing, while at the same time providing
more borrower support than many other governmental entities? The answer to this question can
be found in large measure by understanding how HUD tracks data on governmental entities,
Unlike how it tracks non-profits' data, HUD does not require the originator to enter the EIN or
taxpayer identification number of a governmental entity into HUD’s system. HUD requires only
that the originator indicate that the DPA was provided by a “governmental entity”.

So when HUD looks at its group of FHA loans that were assisted by governmental entities and
sees mortgage loans that are not performing well, it incorrectly assumes, “These must be the loans
from CBCMA, because everyone knows that nationwide programs ‘increase costs, but not
benefits, to the borrower and put the MMIF at an unreasonable risk!">? HUD then looks at this
same group of loans and sees loans that have high interest rates and again incorrecily assumes,
“These must be the loans from CBCMA, because everyone knows that nationwide programs
‘generate benefits for the provider that do not appear to comport with the intent of the ‘prohibited
source’ provision!®”3

The important point to understand is that HUD’s claims regarding nationwide governmental DPA
programs are not based on data, but solely on HUD’s bias against such programs stemming from
a bad experience with nationwide SFDPA programs prior to 2008, even though nationwide
programs like CBCMA operate similar to all other governmental programs and not at all like the
SFDPA programs that existed prior to 2008. Although HUD quotes statistics in the Annual
Report to give the impression that its premise that nationwide DPA programs are an unacceptably
risky is data driven, the truth is that HUD does not know how the FHA mortgages assisted by
individual governmental entities perform, and therefore cannot determine if any subset of
governmental entities, i.¢. those operating on a nationwide basis, create additional risk to the
MMIF.

This lack of data also makes it impossible for HUD to support its claim in the Annual Report that
practices HUD asserts violate the intent of section 203(b)(9)(C) of the HERA* create undue risk
to the MMIF. HUD is simply unable to identify which governmental programs might be
operating inappropriately, which is why it states that certain programs “‘appear’ to increase costs,
but not benefits, to the borrower and put the MMIF at an unreasonable risk” > The truth is that
HUD is just guessing.

Local Housing Finance Authorities Have A Significant Nationwide Component

It is also important to understand that supposedly local governmental entities have a very
significant nationwide component to their DPA programs. According to the HUD Office of
Inspector General, there are a large number of governmental entities that, while offering DPA
locally, have national providers that are performing critical functions, such as pricing FHA
mortgage interest rates, purchasing and selling the FHA mortgages (in many cases the

2 Annual Report at 92.

FId. at92.

# Amending the National Housing Act section 203(b)(9)C).
% Annual Report at 92 (emphasis added).
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governmental entity does not purchase the FHA mortgage itself, allowing the national provider to
do s0), and servicing the FHA mortgages (together these services are “Secondary Market
Activities™).® Some state, county and city housing finance programs are almost completely run
by nationwide providers of these Secondary Market Activities (“Nationwide Providers™), with the
governmental entity merely lending its name to the process. These Nationwide Providers are
responsible for setting the interest rates on the FHA mortgages assisted by the governmental
programs, while at the same time making significant profits performing Secondary Market
Activities that are paid for by the increased interest rates.

IfHUD is going to continue to assert that nationwide programs are inherently problematic, HUD
needs to recognize the very significant nationwide component of supposedly local governmental
DPA programs.

HUD also needs to understand that by limiting governmental entities to working within a certain
geographic area, they are creating regulatory monopolies that will allow these Nationwide
Providers significant pricing power when it comes to setting the interest rates on the FHA
mortgages in governmental entity DPA programs. Doing so will, in fact, lead to a greater
problem with governmental DPA providers increasing the costs, but not the benefits to borrowers.

Chenoa Fund Does Not Violate the Infent of the “Prohibited Source” Provision

In its Annual Report, HUD claims that nationwide programs generate benefits for the provider
that do not appear to comport with the intent of the “prohibited source™ provision.” The truth is
that Chenoa Fund?® is not providing benefits that violate the letter or spirit of “prohibited source”
provision found in Section 203(b)(9)(C). Section 203(b}(9X(C) reflects almost the exact language
that HUD tried to implement using a rulemaking process. In its rulemaking, HUD said the
following of the intent behind the prohibited source provision of Section 203(b)(9)(C).

The situations that cause FHA concern are primarily those in which the fund is
replenished afier loan closing by the seller who provides a ‘charitable donation’ and, in
some cases, pays a ‘service fee’ to the organization from the proceeds of the sale of the
house and does so only if the homebuyer is using the charitable organization’s
downpayment assistance program. In these cases, there is a clear quid pro quo between
the homebuyer's purchase of the property and the seller's ‘contribution’ or payment to the
charitable organization. This is also true if the contribution to the charitable organization
comes from an entity other than the seller that has an expectation of being reimbursed by
the seller. Ofien, these contributions function as an inducement lo purchase the home.

FHA's primary concern with these fransactions is that the sales price is often increased to
ensure that the seller’s net proceeds are not diminished, and such increase in sales price is
offen to the detriment of the borrower and FHA. °

The use of the term ‘financially benefits ' in this proposed rule is intended to capture, for
example, veal estate agents or real estate brokers who would benefit from the sale of the
home to the morigagor. !

¢ See, HUD Office of Inspector General, Audit Report Number: 2015-LA-1003, July 9, 2015. See also, HUD Office of
Inspector General, Audit Report Number: 2015-LA-1009. September 30, 2015.

7 Annual Report at 92.

8 Other nationwide programs include Neighborworks, which is a federally chartered entity that provides DPA, and the
Federal Home Loan Banks, which provide significant funding for DPA in large geographic areas.

2 Standards for Mortgagor’s Investment In Mortgaged Property; Proposed Rule, 72 Fed. Reg. 27049, May 11, 2007.
072 Fed. Reg, 27050,
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Clearly, the intent of HUD in its rulemaking and Congress in legislating Section 203(b)(9)(C) was
to eliminate SFDPA, ! which caused the inflation of the sales price of the FHA insured property
by allowing parties that benefit directly from the purchase and sale of the FHA financed property,
such as sellers, title companies, realtors and builders to fund the DPA.

CBCMA is not an interested party to the purchase or sale of the FHA financed property and it
does not receive any reimbursement from any party that financially benefits from this transaction.

Chenoa Fund Increases Benefits and Lowers Costs to Borrowers

CBCMA conducted a survey in October of 2018 of interest rates charged by state housing finance
authorities that offer DPA through secondary financing on terms similar to those offered by
CBCMA. It found that the interest rates on the FHA loans assisted by CBCMA were lower than
the rates charged on the majority of government programs surveyed. So, CBCMA’s nationwide
DPA program is neither an “unreasonable risk to the MMIF” nor do its programs “increase costs
but not benefits to the borrowers™ as HUD claims. 12

Governmental Entities Lack Complete Performance Data

Originating lenders work with borrowers to provide them with FHA mortgage loans. Their loan
officers meet with the borrowers, complete loan applications, and walk the borrowers through the
lending process. HUD tracks each mortgage loan that these lenders originate and has created a
useful system called the Neighborhood Watch. The system is fully transparent and anyone can go
onto this system and find the default rate of all of the mortgages that a lender has originated in the
last two years. HUD compares a lender’s default rates with those of its peers and with the
national average. If an originating lender’s loans have a compare ratio of 150%, it means that its
loans are defaulting at 1.5 times the average, and HUD will place this lender on its ‘watch’ list. If
an originating lender’s loans have a compare ratio of 200%, or twice the average rate of default,
HUD may suspend that lender’s ability to originate FHA mortgages. In many ways, this is a
superb monitoring system.

Unfortunately, because of the way most governmental entities operate, their ability to determine
their own performance is mixed. Governmental entities generally do not originate the FHA
mortgage loans for which they provide DPA, so their performance data will not show up in the
Neighborhood Watch system. This can make it difficult for a governmental entity to determine

' The title to the amendment to Section 203(bX9) is “CASH INVESTMENT REQUIREMENT AND
PROHIBITION OF SELLER-FUNDED DOWNPAYMENT ASSISTANCE. In a statement supporting the
amendment to section 203(b)(9)(C), Senator Dodd explained that “this bill eliminates the seller-funded downpayment
assistance program.” See, 154 Cong. Rec. $6354-S6356 (July 7, 2008). The changes to Section 203(b)}(9)(C) were
summarized for the records as follows:

(Sec. 113) Increases from 3% to 3.5% of the appraised value of a property the mortgagor's required cash
(or equivalent) investment (downpayment). Prohibits any funds for such cash investment from: (1) the seller
or any other person or entity benefiting financially from the transaction (seller-funded downpayment
assistance); or (2) any third party or entity reimbursed by any of such parties. (See, BILL SUMMARY: H.R.
3221~ 110th Congress (2007-2008))

and
FHA Modernization Act of 2008 - Amends the National Housing Act (NHA) to: (1) revise requirements for
the maximum principal loan obligation eligible for morigage insurance. as well as the cash investment
requirement; and (2) prohibit seller-funded downpayment assistance. (See, BILL SUMMARY: S. 2734 —
110th Congress (2007-2008))

12 See Annual Report at 92,
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the performance of the FHA loans for which it provides DPA once those loans are sold or placed
in securities.

CBCMA Outperforms the Average Governmental Entity

CBCMA, knowing that HUD did not have data on its loan performance, and that HUD was
simply assuming its loans were the ones that were not performing well or were overpriced,
engaged Moody’s Analytics at significant expense to CBCMA. CBCMA provided Moody’s
Analytics with sufficient loan level information to enable it to go to the Ginnie Mae securities and
find CBCMA's loans and report on their performance. This data revealed that CBCMA assisted
FHA loans outperformed the general pool of government assisted FHA loans. CBCMA’s August
2018 performance data shows that CBCMA loans outperformed the averages of government
assisted FHA loans as reported by HUD in its August 2018 FHA Single Family Loans
Performance Trend Credit Risk Report. CBCMA’s compare ratio with its peer government DPA
providers was well below 100 for every category, including the Seriously Delinquent (SDQ) loan
percentages.

% Of All % of All CBCMA
Days CBCMA FHA  Governmental Compare
Delinquent Mortgages Entities Ratio
30 4.41% 5.47% 80.7
60 1.39% 1.94% 714
90 1.54% 2.89% 53.4
120+ 1.61%
Foreclosure 1.04%
Bankruptey 1.07%
Claims 0.02%
Total of
SDQ 3.18% 5.00% 63.6

This data demonstrates that limiting CBCMA’s area of operation would not protect the Federal
Government from substantial foss. Given that CBCMA appears o be performing on par or better
than most other government DPA programs, there is no justification for limiting CBCMA's area
of operations, or for allowing lesser performing agencies to have a monopoly in their selected
areas of operation. CBCMA provided HUD with this Data.™

3 The total of seriously delinquent (“SDQ"™) loans for All Governmental Entities is the sum of the percentages of 90+
days Tate, plus foreclosures and bankruptcies. The total SDQ for CBCMA is the sum of the percentages of 90 and
120+ day delinquency of CBCMA first mortgages, plus claims made.

4 CBCMA’s pricing and performance data was included in a letter sent to HUD by Michael Flynn, Partner, Goodwin
Procter, on November 27, 2019.
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HUD Attempts to Obtain Performance Data on Governmental Entities

After CBCMA provided HUD with its performance data, HUD asked the National Council of
State Housing Agencies (“NCSHA™) for performance data from its member state housing finance
authorities. As described above, it is difficult for some governmental entities to produce a
complete picture of their performance data. Some of the more sophisticated agencies that use a
master servicer may have data readily available. There are over 1300 governmental entities
across the country that provide DPA.!> Many of these 1300 governmental programs may have no
direct access to performance data and may only have investor report cards, which don’t tend to
show a clear picture of the government entities entire portfolio over time. The data HUD will be
able to get directly from NCHSA for governmental entities may be incomplete and will likely
only be from the more sophisticated and presumably better-run programs. More importantly,
HUD should not be in the position of asking the governmental entities it is responsible for
monitoring to cobble together their performance data to give to HUD. This is just bad
management.

HUD Clearly Intends to Limit the Operations of American Indian DPA Programs

Although HUD is now using the generic term “nationwide” to describe the DPA programs that it
is targeting '®, HUD has significant history with attempting to limit American Indian housing
authorities to their reservation. HUD staff has on numerous occasions told industry participants
that down payment from CBCMA could only be utilized on the Cedar Band reservation, with
Cedar Band members, or is otherwise limited geographically.

For example, in May 2017 an FAQ on HUD’s Knowledgebase was updated. It indicated that
tribes could only provide assistance to their members or on their reservations. When the FAQ
was challenged as being unsupported by HUD guidelines, it was almost immediately taken off of
the Knowledge Base. As another example, in August 2017, the Mortgage Credit Branch Chief,
Santa Ana Homeownership Center, spoke at an underwriter’s training in Phoenix, Arizona. It was
reported to us by those in attendance that she and others had stated that Chenoa Fund would not
long be authorized to provide down payment assistance nationwide, indicating a mortgagee letter
was pending to address the issue of its nationwide operations. Sources at HUD confirmed that
such a mortgagee letter did exist.

In addition, the Spring ANPR specifically referenced tribes, the Annual Report describes the need
to limit “nationwide” programs, and the HUD submitted detailed 2020 budget papers state,
“Furthermore, questions have arisen around the geographic and legal boundaries surrounding
the ability of these entities to provide such assistance.”

HUD’s Bias Against American Indian DPA Programs

HUD has CBCMA s performance data showing that its nationwide program does not pose a risk
to the MMIF. HUD also has no data showing that any nationwide programs pose a risk to the
MMIFE. Yet, HUD still seems determined to target programs based simply on their nationwide
operations. But not all such programs it appears. As described above, HUD does not seem to be
bothered by the significant nationwide components of local housing authorities, including the fact
that the pricing of the FHA first mortgage interest rate is largely determined by Nationwide

15 “Barriers to Accessing Homeownership Down Payment, Credit, and Affordability”, September 2018, Urban
Institute, Housing Policy Finance Center, at 24;
https://www.urban.org/sites/default/files/publication/99028/barriers_to_accessing_homeownership 2018 4 pdf
(Last viewed May 4, 2019).

¢ Annual Report at 92.
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Providers. Nor is HUD interested enough in the performance and pricing of FHA mortgages
assisted by government DPA providers to take even simple steps to monitor these programs, like
collecting entity specific data on government DPA providers. It would seem that HUD’s bias
against nationwide government DPA providers is limited to nationwide providers that are also
American Indian.

Political Accountability is Not a Substitute for Monitoring and Good Risk Management
Practices

HUD’s bias against nationwide governmental entities may also be caused by a questionable
notion that governmental entities that are aiding borrowers in their political jurisdiction will not
provide DPA to borrowers that will default at high rates and will not charge borrowers excessive
interest on their first mortgages. This notion is not a basis for HUD abdicating its oversight
responsibility of government DPA programs to the very entities that should be the subjects of
such oversight. First, housing finance agencies are not politically accountable to the borrowers
they serve except very indirectly. Second, the pricing of the FHA mortgages for many programs
is set by National Providers. Third, the purpose of housing finance agencies, and the mindset of
those who operate them, is to help disadvantaged or underserved populations in their communities
with their housing needs. For example, if they can help 10 families purchase a home, and 9 of
those 10 become long-term successful homeowners, these successful families can enjoy all of the
financial, social and emotional benefits of homeownership. The housing finance authority has
helped provide stability to its community, moved families off of the rental rolls to make room for
more, and eased the pressure on shelter housing. This is a good day for these programs.

But 10% of these families end up back on the rental rolls. A 10% claim rate would be a disaster
for the MMIF. It is just bad policy for HUD to cede its responsibilities to governmental entities
and rely on them to ensure the safety and soundness of the MMIF. It is HUD’s duty and
obligation to protect the MMIF, and it should provide sufficient oversight and monitoring of
governmental entities to assure that the MMIF s, in fact, protected. Turning over the
responsibility for the protection of the MMIF to local governmental entities with the hope that
they do the right thing is an absurd management approach by HUD.

What Does the Data in the Annual Report Really Show About Government DPAs?

In its Annual Report, HUD points to data in Table B-17: Data Table for Exhibit 1-19: Serious
Delinquency Rate of FHA Purchase Mortgages by Downpayment Assistance (DPA) Type as of
September 30, 2018, which is reproduced on the following page.

[Remainder of Page Intentionally Left Blank]
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Table B-17
Seriously Delinquent Rate of FHA Endorsed Purchase Mortgages
Endorsement Fiscal Source of Downpayment Assistance
Year No Downpayment
Government N(';—(}():\'ern{r:inﬂ Eligible t‘“m“y Assistance

2011 12.67 9.34 7.6 5.2

2012 10.11 8.79 6.39 4.48

2013 822 6.03 5.52 4.18

2014 7.37 5.05 5.68 43

2015 6.01 4.53 5.53 3.99

2016 429 4.06 4.62 316

2017 312 3.08 347 221

2018 0.74 0.69 0.7 0.43

NOTE: SDQ Rate is the percentage of FHA-insured mortgages where the borrower is 90 or more days delinquent,
including mortgages in foreclosure and bankruptcy.

SOURCE: US Department of HUD/FHA, October 2018.

HUD points to the data in Table B-17 to demonstrate that DPA from governmental entities is a
problem because over time, as the FHA mortgage loans age, the rate of default for FHA loans that
received DPA from governmental entities increases more than loans with DPA assistance from
relatives or loans with no DPA. HUD’s logic that governmental entity assisted mortgages
perform worse over time because of DPA is questionable at best.

First, according to the table, governmental DPA performed on par with DPA from relatives in
2016-2018, even outperforming DPA from relatives in 2016 and 2017. Second, it is not until
2014 that loans assisted by governmental DPA really begin to perform significantly worse. DPA
is used to give borrowers an immediate vested interest in the home, sometimes referred to as “skin
in the game.” Loans originated in 2014 or earlier, however, are four or more years old from the
date of purchase of the home. After four or more years, the effectiveness of a down payment as a
loss mitigation tool has been significantly eroded because the borrower has made four years of
payments, has earned equity in the home, and integrated into the community.

After four years, the cause of the increased rate of default likely has nothing to do with the DPA,
but is most likely attributable to the characteristics of the borrowers being assisted. For example,
perhaps governmental entities were more lax in their credit standards for loans originated in 2011-
2014. An explanation for the increasing rate of default in earlier years could also be changes in
the pool composition over time. For example, FHA mortgages with government DPA typically
have higher interest rates, so borrowers with better credit and finances can refinance quickly. The
pools of loans from earlier years are left with less credit-worthy, riskier borrowers, which default
at higher rates, significantly skewing the rate of default in earlier years. HUD provides more
complete data in its 2019 first quarter report to Congress, which appears to demonstrate this
effect. The report shows the “share” of government provided DPA dramatically declining in
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years 2011-2014.7 One thing that can be said with certainty, however, is that CBCMA did not
contribute to the higher default rates in years 2011-2014, as CBCMA was not providing DPA
during these years.

FHA Single Family Loan Performance Trends Credit Risk Report

The data in Table B-17 of the Annual Report needs to be reconciled with the performance data
that HUD publishes each month in its FHA Single Family Loan Performance Trends Credit Risk
Report. These reports have shown a fairly consistent default rate over time for FHA loans with
DPA. The most recent available report at the time of this writing is for January 2019 (the
“January Report”)..'* The relevant table from the January Report is reproduced below. It shows
the Seriously Delinquent Rates (90 days late or in bankruptcy or foreclosure) for FHA loans
where the DPA was provided by government programs or relatives or loans without DPA are
5.12%, 4.91% and 3.73% respectively. Note that the default rates of FHA loans assisted by
relatives are not materially lower than those assisted by governmental entities, a point which is
addressed below.

HUD Should Reconcile the Difference in Data on DPA.

HUD should provide clarification between the data published in the Annual Report and that
published in the January Report by answering the following questions:

% How is the data in Table B-17 of the Annual Report, which shows much higher
delinquency rates for government assisted FHA loans than for loans assisted by relatives
in earlier years (2011-2015) squared with the data in the January Report that shows a
negligible difference between the overall default rates of these same loan types over
HUD’s entire portfolio?

v

Based on the data in the January Report, which shows nearly identical rates of default
between governmental entity and relative provided DPA, why is HUD not concerned
about DPA provided by relatives, or is it that there really is just not a problem with DPA
from governmental entities in the first place?

[Remainder of Page Intentionally Left Blank]

17 See, Exhibit A-10, FHA Single-Family Mutual Morigage Insurance Fund Programs, Quarterly Report to Congress,
FY 2019 Ql, delivered March 29, 2019; hitps://www.hud.gov/sites/dfiles/Housing/documents/MMIQtrlyQ12019.pdf
¥ See hitps://www.hud.gov/sites/dfiles/Housing/documents/FHALPT Jan2019.pdf (last viewed April 8, 2019).
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Table from the January Report

Rates in Percent of Active Loan Counts
As h!:)owr‘) Pay:n o o Al Past In In Dz;::;tl)‘;g;y
ssistance (DPA) Type Dueb 30 Day | 60 Day | 90+ Day | Foreclosure | Bankruptey Rate®
Al Sourcesof Funds ]2 8,112,026 10 - 1001 E - 5000 L7410 2061 0o l03 e 088 A6
Government T ser| isa sss) am| 2es| e oo sz
Relative 16.16 13.50 6.29 228 291 1.08 0.92 491
Other 2.10 1921 8.13 323 4.09 1.73 1.98 7.79
Seller Funded 0.58 2993 1099 4.59 6.75 375 3.60 14.11
No DPA 74.25 9.75 4.50 1.51 1.96 0.97 0.80 373

IIF = insurance in force.

@ For each subpanel, the loan shares add to 100%. However, in some of the subpanels, the total loans in the
analysis do not add to 100% of IIF. For example, the IIF shares for refinance loans add to 100% of
refinance loans. Streamline refinance loans are not included in the Credit Score

Range analysis; the 1IF shares in that panel, add to 100% of fully-underwritten loans.

b Includes all loans 30 or more days past due, including those in bankruptcy or foreclosure.

¢ Includes all loans 90 days past due plus all in-bankruptcy and in-foreclosure cases.

Government Programs Tend to Assist Disadvantaged Borrowers

The differences in the performance of FHA loans that receive DPA from governmental entities
versus FHA loans that receive DPA from relatives may have little to do with questionable
practices by government DPA providers. It may not be programmatic at all, but rather the simple
fact that government DPA helps an entirely different set of people. Those who are helped by
relatives are the beneficiaries of intergenerational wealth, while those that are helped by
governmental entities are typically underserved borrowers who come from disadvantaged
backgrounds. It is not a simple coincidence that approximately 54% of families that CBCMA
assists are minorities, including about 20% that are African American and about 30% that are
Hispanic. Families that CBCMA assists do not typically come from generations of homeowners.
Some are the first homeowners in their families, and many are lower income.

Should HUD Be Subsidizing the Reverse Mortgage Program with the Forward Mortgage
Program?

A careful reading of the Annual Report shows the Home Equity Conversion Mortgage (*“HECM™)
program for wealthier homeowners is a much more significant risk to the MMIF than is DPA
from any source. Page nine of the Annual Report shows that the HECM program has a negative
capital ratio of over 18%, while the single-family insurance capital ratio is a positive 3.93%, up
from 3.33% a year earlier.

In 2016, the FHA published its intent to reduce the mortgage insurance premium on single family
homes. The move was opposed by the incoming Administration, and officials ultimately declined
to reduce the premium, citing concerns about the health of the MMIF. To this day, FHA
homebuyers are paying higher insurance premiums due to the poor performance of the HECM
program.
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In essence, minorities are being shut out of the market while the government subsidizes the
wealthier, home-owning class. Research shows that minorities typically lack the access to wealth
enjoyed by white houscholds. Federal policy should seek to increase homeownership in these
minority communities, including allowing responsible government entities to provide down
payment assistance, just as wealthier white families do for their relatives. Any efforts to limit
access to government DPA hurts those most in need and perpetuates wealth, social and
educational inequalities along racial lines.

It is troubling that FHA apparently intends to shore up the MMIF by limiting programs that
provide down payment help to those seeking to buy single-family homes by restricting the ability
of government entities to determine where and who they can help. It appears HUD is sacrificing
the interests of minorities in order to prop up the HECM program.

HUD Should Choose te Promote Good Housing Policy

Based on the performance data received from Moody’s Analytics, CBCMA’s nationwide program
is neither posing an unreasonable risk to the MMIF nor is it increasing costs but not benefits to
the borrowers it serves, as HUD claims in its Annual Report. So, HUD has a choice:

Option One: HUD can continue to insist, contrary to CBCMAs data and without any data
of its own, that nationwide DPA programs are the cause of the problems with FHA loans
assisted by governmental entities, and continue to advocate to put "Indians back on the
reservation," disproportionately harming minorities and increasing the racial wealth gap,
while at the same time creating a regulatory monopoly of each governmental entity DPA
program, with all of the associated lack of innovation and competitive pricing safeguards.
Of course, as discussed above, Secondary Market Providers would stand to benefit from
having local governmental programs have a regulatory monopoly because this would
allow these nationwide companies to have even more pricing power when they set the
interest rate on the FHA first mortgage; or

Option Two: HUD can simply start making good housing policy by tracking the data on
individual governmental entities and creating a monitored marketplace. By doing this,
HUD would address the nationwide component of local governmental DPA programs.
HUD would also very shortly find out if there are really any governmental entities that
actually are posing an unacceptable risk to the MMIF or pricing the interest rates too high
on their first mortgages. HUD could then either work with these governmental entities to
improve their programs or simply impose credit underwriting standards on them.

CBCMA urges HUD to shine a light on the performance of individual governmental entities
because it is confident that this will show that its nationwide programs are not a threat to the
MMIF and are a great value to the borrowers it serves.

Section Four: Proper Regulation of Governmental Entity DPA: The Monitored
Marketplace

HUD can take steps to monitor and improve how DPA programs operated by governmental
entities perform to ensure that they operate in a manner that will not put the MMIF at
unreasonable risk. HUD’s interest in protecting the MMIF and the interests of the borrowers
HUD is tasked with assisting are best served by the creation of a monitored marketplace for
governmental entities. Several elements are needed for a monitored marketplace: (1) data on
individual governmental entities, (2) reporting and monitoring of FHA first mortgage

19
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performance, (3) minimum performance standards for the FHA first mortgages, and (4) sufficient
market participants.

Data on Individual Governmental Entities

HUD should require that for every FHA loan that receives DPA from a governmental entity,
originators must enter an EIN or similar unique identifier in the FHA system. Presumably,
originators could use the same field that they use when they enter the EIN for non-profits that
provide DPA or simply use the field in which they now enter “governmental entity”, so ideally
there should be no modification necessary to HUD’s systems. Not only could HUD then track
performance data, it could also determine if any programs are charging interest rates on the FHA
first mortgage that are above the average rates charged by similar government programs.

Reporting and Monitoring of Performance

Once HUD begins to match individual governmental entities with the FHA first mortgage for
which they provide the down payment, HUD can create a reporting system for governmental
entities similar to Neighborhood Watch.' Govemnmental entities will then be able to have
accurate performance information for their programs as well as their performance relative to their
peers. This will allow governmental entities to more easily identify deficiencies in their programs
and better track the effects of remedial measures they may elect to take. HUD then will be able to
provide lenders with minimum performance standards and, more importantly, identify which
governmental entities are meeting those standards and which are not.

Uniform Minimum Performance Standards

HUD currently has the data to determine the range of credit score or debt-to-income (“DTI”) ratio
at which borrowers receiving DPA begin to default at levels that HUD believes will pose a threat
to the MMIF. From this data, HUD could determine the credit characteristics of a successful
DPA loan and establish uniform credit standards for borrowers receiving DPA, possibly including
minimum credit score and maximum DTIL. It could do this for DPA from both relatives and
governments.

While this may work for DPA from relatives, however, setting uniform credit standards does not
allow governmental programs the flexibility to experiment within their programs to find ways to
responsibly assist more underserved borrowers.

As an alternative to setting uniform credit standards, HUD could establish a program loan
performance standard. Once HUD begins to identify which governmental entity is providing

19 Originating lenders work with borrowers to provide them with FHA mortgage loans. Their loan officers meet with
the borrowers, complete an application, and walk the borrowers through the lending process. HUD tracks each
mortgage loan that these lenders originate and has created a useful system called the Neighborhood Watch, The
system is fully transparent and anyone can go onto this system and find the default rate of all of the mortgages that a
lender has originated in the last two years. HUD compares a lender’s default rates with those of its peers and with the
national average. If an originating lender’s loans have a compare ratio of 150%, it means that its loans are defaulting
at 1.5 times the average, and HUD will place this lender on its ‘watch’ list. If an originating lender’s loans have a
compare ratio of 200%, or twice the average rate of default, HUD may suspend that lender’s ability to originate FHA
mortgages. In many ways, this is a superb monitoring system.

Unfortunately, because of the way most governmental entities operate, their ability to determine their own
performance is mixed. Governmental entities generally do not originate the FHA mortgage loans for which they
provide DPA, so their performance data will not show up in the Neighborhood Watch system. This can make it
difficult for a governmental entity to determine the performance of the FHA loans for which it provides DPA once
those foans are sold or placed in secyrities.

20
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DPA for an FHA first mortgage, HUD can set uniform performance standards using compare
ratios similar to Neighborhood Watch. HUD could apply the same standards to governmental
entities in comparison to other governmental entities that it applies when it compares performance
of originators. If a governmental entity has a compare ratio to its peer governmental entities of
150 or higher, it is placed on a ‘watch” list, while a compare ratio of 200 or higher could subject
the entity to a determination by HUD that mandatory credit underwriting standards will be
required on all FHA mortgages receiving DPA from that governmental entity.

By creating a Neighborhood Watch-type monitoring of government DPA programs, HUD would
not need to mandate credit standards for borrowers receiving DPA from governmental entities.
Allowing governmental entities to simply meet loan performance standards would permit them to
determine how to meet those standards, whether that is by credit requirements like credit score
minimums and DTI maximums for borrowers receiving DPA, or increasing borrower support
services such as pre-purchase education, post-purchase counseling, or some other form of down
payment substitute.?’. Most importantly, it would give governmental entities the opportunity to
try alternative innovative practices to better assist underserved borrowers.

This type of monitoring and reporting will almost certainly lead to improvement in the overall
delinquency and default rates of FHA mortgages where the borrower receives DPA from a
governmental entity. Governmental entities will have accurate performance information for their
programs as well as their performance relative to their peers. Performance measured improves,
and performance measured and reported improves more rapidly. Once this data is available, HUD
could then better assess what if any credit standards it may need to impose in order to assure that
the performance of down payment assisted mortgages does not present a substantial risk of loss to
the Federal Government.

Sufficient Market Participants

As noted, HUD asserts, without supporting data, that there are programs that “appear to increase
costs, but not benefits, to the borrower.”2! 1f this is true, then presumably these programs are in
areas where there are not enough alternatives for borrowers who need a down payment.
Overpriced products occur where providers can increase costs but not benefits of its products, and
is the inevitable result of a monopoly such as the regulatory monopolies created by the Mortgage
Letter. What is needed is more alternatives for borrowers to obtain DPA, which will insure that
governmental entities are pricing their programs at the nominal market rate, are efficient, and
innovate in ways to improve their services to borrowers and provide greater benefits.

HUD Should Not Be Picking Winners and Losers in the Marketplace

Unfortunately, it appears HUD is wanting to eliminate nationwide programs, which does nothing
to protect the MMIF and will decrease borrowers” alternatives for DPA. Not all governmental
entity programs are created equally. While some have robust programs that generally meet the
needs of borrowers, others have underdeveloped programs that do not. HUD’s fostering
preselected geographic monopolies will not produce effective and fairly priced DPA programs for
borrowers, but allowing borrowers increased options for DPA that are measured and monitored
by HUD can do so. Allowing nationwide DPA providers is a way to ensure that there is price
competition, which helps to address the concern that the interest rates that governmental entities

20 See the 2017 HUD report entitled “Literature Review: The Credit-Enhancing Functions of Downpayment and
Downpayment Substituies”.
* Annual Report.
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are charging on the FHA first mortgages are too high, and DPA programs are increasing costs by
not benefits to borrowers.

Other Forms Of Down Payment Assistance

The Annual Report notes that DPA is a significant portion of HUD's portfolio. HUD should ook
at how DPA is being provided by governmental entities, but HUD should look at all forms of
DPA. For example, the delinquency rate for FHA mortgages that receive DPA from
governmental entities is on par with that of FHA mortgages that receive DPA from relatives, and
is substantially lower than loans that received DPA from “other” sources.”> But DPA from
governmental entities makes up only 26.7% of all DPA provided, while DPA from relatives
accounts for 62.7% of all DPA. If HUD is genuinely concerned about DPA performance, it
should create minimum credit standards for borrowers to qualify for DPA from relatives.

1£ DPA is responsibly provided within a certain credit box, or to credit challenged borrowers with
the proper down payment substitutes, the amount of DPA that is provided will naturally be
limited to a certain portion of HUD’s portfolio, but more importantly, whatever amount is
provided will not be a detriment to the MMIF.

Section Five: HUD’s Lack of Consultation with Tribes

The impact of the Mortgagee Letter is not isolated to the Cedar Band, and without proper tribal
consultation, the full impact to all of the 573 different tribes will not be realized. HUD has failed
to provide consultation to the Cedar Band in spite of the fact that the actions they have
implemented have significant detrimental effects on tribal sovereignty, economic development
efforts, and on the Cedar Band’s over-all well-being. HUD has failed to follow federal policy on
consultation with American Indian tribes as set forth in Executive Order 13174, "Consultation
and Coordination With Indian Tribal Governments” (the “EQ”), which provides that federal
agencies shall not make regulations or policy statements or take actions that have substantial
direct effects on one or more Indian tribes and that impose substantial direct compliance costs,
unless the agency, prior to the promulgation of the regulation, complies with the consultation
provisions of the EO. We submitted written comments requesting HUD follow its own
Government-to-Government Tribal Consultation Policy?*, which requires consultation on
proposed policies that have tribal implications, before such policies are drafted, in order to
facilitate greater tribal participation in development of the proposed policies.

HUD’s Policy Initiative Contradicts the United States Government’s 85-year American Indian
Policy of Self-Governance and Self-Determination

Beginning in 1934, the U.S. Government had a policy of self-determination and self-governance
towards American Indian tribes. The policy is to allow American Indian tribal organizations to
establish businesses and operate them, without geographic or demographic limitation, in order to
provide for themselves.

HUD?’s proposal to “put Indians back on the reservation” is a very significant change to the U.S.
Government’s American Indian policy, and would set a terrible precedent and potentially threaten
the viability of other American Indian businesses. Other industries that might want to eliminate

2 FHA Single Family Loan Performance Trends, Credit Risk Report, December 2018.
https://www.hud.gov/sites/dfiles/Housing/documents/FHALPT_Dec2018.pdf
2 Tribal Government-to-Government Consultation Policy, 81 Fed. Reg. 40893, 40894 (June 23, 2016).
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competition from American Indian businesses might use this precedent to get other government
agencies to limit the geographic arcas in which American Indian businesses could operate or
populations those American Indian businesses serve. Moreover, it does not appear that HUD, in
formulating its policy proposal, consuited the Bureau of Indian Affairs. As noted above, HUD
has failed, thus far, to engage in tribal consultation.

Section Six: The Cedar Bands Compliance with HUD Guidelines.

HUD has raised doubts in public forums and with other policymakers about the CBCMA Chenoa
Fund program in regards to the following questions.

1. Why is CBCMA allowed to operate on a nationwide basis?
2. Why is CBCMA allowed to benefit from its activities off of the reservation?

CBCMA, through the Chenoa Fund program, has provided down payment assistance in the form
of a second mortgage to over 14,000 borrowers who were using FHA first mortgages to purchase
a home. Of these mortgages, a great many have undergone a review by HUD at every level, and
have been subsequently insured by HUD. This is conclusive evidence that its program meets
HUD’s current guidelines in every respect.

Why Is CBCMA Allowed to Operate on A Nationwide Basis?

CBCMA’s nationwide operation of its program complies with HUD guidelines and in accordance
with the terms of CBCMA’s charter. HUD guidelines do not place any restrictions on where a
governmental entity provides secondary financing. HUD Handbook 4000.1 (the “Handbook™)
provides HUD’s guidance on secondary financing, and the conditions upon which HUD will
insure an FHA mortgage given to a borrower whose down payment comes in the form of
secondary financing from a governmental entity. There is absolutely no mention of jurisdiction or
geography in these conditions or anywhere in the Handbook. There is, therefore, no restriction on
CBCMA’s (nor any other governmental entity’s) ability operate a secondary financing DPA
program on a nationwide basis.

Why Is CBCMA Allowed to Benefit from Its Activities Off of the Reservation?

Why is CBCMA allowed to benefit from its activities off of the reservation? This question is a
bit esoteric, but HUD seems to be questioning whether Chenoa complies with the terms of the
Handbook relating to governmental entities that both originate the FHA first mortgage and also
provide the DPA. The Handbook does reference HUD’s 2012 Interpretive Rule, Docket No. FR-
3679-N-01, to make clear that governmental entities, such as CBCMA, are NOT prohibited by
Section 203(b)(9)(C) from originating loans and providing the down payment on those loans. The
2012 Interpretive Rule states that:

HUD interprets NHA section 203(b)(9)’s “prohibited sources” provision in subsection
(C) as not including funds provided directly by Federal, State, or local governments, or
their agencies and instrumentalities in connection with their respective homeownership
programs.

There is a single sentence in the 2012 Interpretive Rule that some at HUD have latched onto to
assert that there is a limitation on where a governmental entity can provide down payment
assistance if it is originating the FHA mortgage, which is as follows: “HFAs provide various

[
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services fo assist citizens within their jurisdictions in attaining affordable housing options™**
This phrase, however, was clearly not intended by HUD to create a limitation on where a
governmental entity could provide secondary financing, nor is such a limitation permitted by 12
U.S.C 1735£-6, the statute that authorizes governmental entities to provide secondary financing.
Again, this is evidenced by the fact that HUD has insured over 14,000 FHA mortgages for which
the DPA came from CBCMA and the property was not on the reservation.

DPA for FHA borrowers in the form of second mortgages has been provided by governmental
entities since at least the 1970’s, and was statutorily protected by Congress under 12 U.S.C.
1735f-6, which mandates that HUD insure first mortgages with associated seconds from
governmental entities, provided the loan otherwise meets the terms and conditions approved by
the Secretary. In passing this legislation, the intent of Congress was explicitly clear™—(1)
Congress wanted to foster innovation in the area of DPA by government programs, (2) HUD is to
work with various forms of government and (3) HUD is only to place standard credit restrictions
on secondary financing and enly to the extent necessary to prevent government DPA from
substantially increasing the risk of loss to the Federal Government, which HUD clearly has not
demonstrated with data with regards to nationwide governmental entities.

The legislative history of 1735{-6 makes it very clear that HUD is not to limit governmental
entities providing second mortgages for borrowers’ down payment except to limit the credit terms
under which such assistance could be provided—and jurisdiction or geography most definitely
fall outside of any such permissible credit terms. Section 1735f-6 was part of the Housing and
Community Development Amendments of 1978, which was first passed in the Senate without
Section 1735f-6. This section was added in conference reconciling the corresponding House bill
by the House Committee on Banking, Finance and Urban Affairs. In adding this section, the
committee indicated that Section 1735f-6 was included to “permit experimentation and
innovation”?. The committee made it clear that the language “terms and conditions approved by
the Secretary™ was meant to apply to the credit terms of the second mortgage and accompanying
first mortgage and that it further expected HUD to apply only those conditions that would avoid
situations where the secondary financing would substantially increase the risk of foss to the
MMIF:

The Secretary remains free to withhold insurance for any other reason associated with
normal underwriting standards, but could not withhold such insurance solely because the
applicant was receiving or contemplated receiving assistance secured by such a
secondary lien. It is the view of the committee that such insurance should not be
withheld unless the secondary financing substantially increases the risk of loss to the
Federal Government.?” (Emphasis added.)

Of course, HUD is aware of Congress’ intent, which is why HUD attempts to make the case that
nationwide governmental entities are acting in a manner that puts the MMIF at unreasonable risk.
It also underscores how important it is that HUD establish with data that practices and programs
by government DPA providers that HUD seeks to eliminate actually do pose a threat to the
MMIF, rather than simply assuming that because a program is offered on a nationwide basis, it
must be harmful to the MMIF, on no other basis then that nationwide SFDPA programs were
harmful.

* Interpretive Rule at 6 (emphasis added).
* House Report No. 95-1161.
2 House Report No. 95-1161.
* House Report No. 95-1161.
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It is worth noting that although Congress explicitly gave HUD authority to impose normal
underwriting standards on borrowers receiving DPA from governmental entities, HUD has never
elected to do so. HUD does not impose any credit score minimus, any DTI maximums or other
credit requirements on governmental entity DPA programs, or any DPA programs. HUD has
instead allowed governmental entities to self-police.

It is also worth noting that limiting governmental entities to a specific geography, as HUD is
seeking to do, will create monopolies for the local government programs, which will encourage
neither experimentation nor innovation, further frustrating Congressional intent.

CBCMA is Not an Interested Party Under 12 U.S.C. 1735f-6

It is critical to note that CBCMA does not rely on the clarification provided in the 2012
Interpretive Rule because it does not originate any of the mortgages for which it provides down
payment assistance. FHA first mortgages that receive the benefit of a down payment from
CBCMA are all originated by licensed loan originators, which origination transactions occur in
what is termed the “primary” mortgage market. These loans are purchased by CBCMA.

CBCMA then sells these loans, servicing released, to investors. Both the purchase of the FHA
mortgage by CBCMA and its sale to investors occurs in what is termed the “secondary” mortgage
market. The fact that CBCMA operates in the secondary mortgage market and not in the primary
mortgage market is an important distinction.

As HUD is aware, the HUD Office of Inspector General (“OIG™) took issue with the practice of
governmental entities raising the interest rate on the FHA first mortgage so that when they sold
the mortgage in the secondary mortgage market, the governmental entities would make enough to
fund their DPA activities. When the OIG suggested that this practice was in violation of the
interested party prohibition in Section 203(b)(9)(C), HUD vigorously defended the practice by
making it clear that the Section 203(b)(9)(C) did not apply to secondary market transactions,
stating in numerous documents substantially the following:

Additionally, as the General Counsel has noted, the “prohibited Sources” provisions of
the National Housing Act, captured at section 203(b)(9)(C) of the Act, are directed
towards parties that financially benefit from the property sales transaction and the
primary morigage transactions, rot iransactions that occur in the secondary mortgage
market.**

As noted above, CBCMA acts in the secondary mortgage market, so the prohibitions in section
203(b)(9)(C), do not apply to its activities, even according to HUD.

Even if CBCMA were to originate mortgages for which it provided down payment assistance (it
does not), and even if the 2012 Interpretive Rule only applied to governmental entities acting in
their governmental capacity (it does not so state), the Cedar Band does act in its governmental
capacity through CBCMA when it provides down payment assistance off of reservation land and
to non-Band members.

% See attached letter from Nani Coloretti, Deputy Secretary, HUD at page 3, and attached letter from Robert E.
Mulderig, Acting Deputy Assistance Secretary for Single Family Housing, HUD at page 3.
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VIA E-MAIL AND OVERNIGHT MAIL

3. Paul Compton, Jr.

General Counsel

U.S. Department of Housing and Urban Development
451 7th Street SW

Washington, DC 20410

Re:  CBC Mortgage Agency’s Chenoa Fund
Cedar Band of Paiute Indians

Dear Mr. Compton:

CBC Mortgage Agency (“CBCMA™) is an FHA approved Government Mortgagee wholly owned by the
Cedar Band of Paiutes, a federally-recognized Native American Tribe (the “Cedar Band™), which relies,
in part, on revenues from Chenoa Fund, CBCMA’s Down Payment Assistance (“DPA”) program, to
fund key activities. CBCMA is submitting this letter to address certain public comments made by
Federal Housing Administration (“FHA™) Commissioner Montgomery regarding the Department of
Housing and Urban Development’s (“HUD?) plans for changes to requirements for its DPA program
guidelines, particularly in light of HUD’s Fiscal Year 2018 Report to Congress (the “Annual Report™).

The Commissioner’s comments reflect a misunderstanding of how HUD can effectively reform FHA's
DPA program guidelines. In particular, those comments seem to indicate a reliance on the untested
assumption that only state housing finance agencies (“HFAs”) operate their DPA programs efficiently
and in a manner that decreases default risk. As the data presented herein indicates, that assumption does
not hold. Allowing strong competition from quality providers, coupled with implementing clear HUD
standards and oversight, offers a better means of maintaining a viable HUD DPA program. Moreover,
the Annual Report’s assertion that clarifying terms such as “prohibited sources™ and “financially
benefits from the transaction™ will serve to reduce risk to the Mutual Mortgage Insurance Fund (the
“MMIF™) is made without any evidence that current DPA program guidelines alone increase risk,
without regard to other factors.

Further, to the extent the Commissioner’s comments may be directed at or involve CBCMA, CBCMA
wishes to remind HUD of its status as a Native American tribal governmental entity, authorized to
operate in any geographic area in the United States. The Commissioner’s comments, if directed toward
CBCMA, do not appear to consider CBCMAs loan performance, which compares favorably to loan
performance data provided by HUD for other government entities, including HFAs. CBCMA'’s loan
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performance reflects CBCMA’s commitment to strong operational and underwriting standards,
appropriate pre- and post-closing borrower counseling, and cost-reducing innovation and efficiency.
Further, CBCMA provides its DPA financing in a manner that, unlike many HF As, does not implicate
the so-called “circular funding” mechanism that the HUD Office of Inspector General (the “OIG”) has
repeatedly criticized.

In this letter, CBCMA will: (1) provide a brief analysis of how its status as a tribal government entity
gives it a national operating footprint, and how limiting HFAs to their own states should not implicate
CBCMA'’s geographic range; (2) provide data showing the favorable comparison of its DPA loan
performance to other government entities; (3) describe why CBCMA’s funding model does not
implicate the “circular funding” issue; (4) offer suggestions regarding how HUD might strengthen the
DPA guidelines by collecting more specific data on individual DPA providers, including HFAs, and by
setting meaningful credit and/or loan performance standards that would promote effective competition to
lower costs to borrowers while allowing HUD to effectively oversee participants in the DPA program;
and (5) set forth the need for HUD to conduct meaningful consultation with CBCMA if it is
contemplating taking any actions regarding the issues articulated by the Commissioner.

L The Commissioner’s Public Comments and the Annual Report

Both the Commissioner and FHA have announced on several occasions and in multiple forums that
HUD intends to make changes to DPA program guidelines. For example, at a question and answer
session on October 16, 2018, Commission Montgomery explained that HUD intends to limit the
operations of DPA providers to their “jurisdiction,” mentioning specifically a limitation to the state
where a DPA provider is “located.” The Commissioner also stated that HUD was focusing on
prohibiting parties who receive “financial benefits” from participating in the program. The Annual
Report also indicates HUD must take action to address the meaning of “prohibited sources” and
“financially benefits” to decrease risk to the MMIF.

1t should be noted that the Commissioner’s and the Annual Report’s comparison of government entity
DPA programs to now-prohibited seller-funded down payment assistance (“SFDPA™) is wholly
inappropriate. Government entity DPA programs involve none of the troubling characteristics of
SFDPA, including manipulated appraisals and inflated sales prices that contribute to increased risk to
the MMIF. Government entity DPA providers like CBCMA operate to assist low-income borrowers and,
as described below, put revenues back into their communities — a stark contrast to the problematic
SFDPA financing schemes.

1L Limiting Geographic Operations of CBCMA

Given HUD's lack of data on the performance of individual DPA providers, there is no reason to expect
that limiting providers by geography will result in decreased risk to the MMIF. In fact, that approach
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may actually limit the reach of the best-performing DPA providers. More importantly, in regards to
CBCMA, any restriction based on “jurisdiction,” or some related idea of governmental footprint or
capacity, must acknowledge that as a tribal government entity, CBCMA’s geographic operating territory
is the entire United States. Any effort to limit DPA programs offered by entities like CBCMA is wholly
unsupporte? by the text and legislative history of the Housing and Economic Recovery Act of 2008
(“HERA™).

CMCBA is a federally recognized arm of an Indian Band and a nationally-chartered mortgage agency as
defined by the Secretary of the Interior. See Letter from Michael Flynn to Dana Wade, Amy L. Brown,
Ricky Nelson and Paul Olin (Mar. 9, 2018), pp. 2-3 (the “First CBCMA Letter”). A copy of the First
CBCMA Letter is enclosed herewith. As described in the First CBCMA Letter, CBCMA’s geographic
range is recognized as the United States and its territories. The Constitution of the Paiute Indian Tribe of
Utah states that the Cedar Band may manage Cedar Band enterprises and own and operate businesses
and may conduct business affairs concerning all matters that relate solely to the Cedar Band (i.e., that do
not involve the rest of the tribe), all without mention of geographic limitations, while also providing that
powers may be expanded by the federal government. See Article VIII, Section 2(c); Article VIHI, Section
2(d); Article V, Section 1. The Cedar Band Corporation’s charter, issued by the Secretary of the Interior,
specifically provides that it may operate “either within or without the Reservation,” and CBCMA’s
charter states that it has authority to operate “anywhere in the United States and its territories.” Further,
as a government entity of the Cedar Band, CMCBA is seen as a federal instrumentality, not a state
instrumentality. See E.F.W. v. Stephen’s Indian High Sch., 264 ¥ 3d 1297, 1304 (10th Cir. 2001);
Solicitor of the Bureau of Indian Affairs Opinion M-27810.

HUD’s longstanding policy recognizes tribal entities as government entities eligible to participate in the
FHA DPA program. See First CBCMA Letter, pp. 6-7. Accordingly, in 2013, having received and
reviewed CBCMA’s charters, HUD approved CBCMA as a Government Mortgagee, thus affirming its
status as a governmental entity based upon full information that CBCMA would offer DPA nationwide.

Further, it is clear that Congress intended that government entity DPA providers be limited based on
credit and underwriting standards, not on other bases. CBCMA is statutorily authorized to offer
secondary financing under 12 U.S.C. § 1735f-6, which mandates that HUD insure first mortgages with
associated second mortgages from government entities, provided the loan otherwise meets the terms and
conditions approved by the Secretary of HUD. Section 1735f-6 was added to the Housing and
Community Development Amendments of 1978 in conference reconciliation. The conference committee
indicated that the language “terms and conditions approved by the Secretary” was meant to apply to the
credit terms of the second mortgage and accompanying first mortgage, and that it further expected HUD
to apply only those limitations to the provision of secondary financing that would mitigate substantial

"'Pub. Law 110-289 (July 30, 2018).
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risk of loss to the MMIF 2 In passing Section 1735£-6, Congress wanted to encourage HUD to work with
“other forms of government” and foster the kind of innovation that CBCMA brings to the marketplace.’

Accordingly, given that CBCMA is specifically authorized to operate its DPA program nationwide,
HUD does not appear to have the authority to limit CBCMA’s geographic scope.

II. CMCBA’s Data

A. CBCMA’s Performance Data

CBCMA retained Moody’s to analyze its loans and develop data regarding loan performance.® Moody’s
analysis of CBCMA’s August 2018 data shows that CBCMA loans outperform the averages of
government entity-assisted FHA loans as reported by HUD in its August 2018 FHA Single Family
Loans Performance Trend Credit Risk Report. CBCMA’s compare ratio with its peer government
entities that provide DPA was well below 100 for every category, including seriously delinquent
(“SDQ™) loan percentauvms,5 meaning CBCMA significantly outperformed the average government entity
providing DPA.

[Chart on Following Page]

*“The Secretary remains free to withhold insurance for any other reason associated with normal underwriting standards, but
could not withhold such insurance solely because the applicant was receiving or contemplated receiving assistance secured
by such a secondary lien. 1 is the view of the commiitee that such insurance should not be withheld unless the secondary
Sfinancing substantially increases the risk of loss to the Federal Government” (Emphasis added.) House Report No. 95-1161.
rd.

* HUD does not have simitar data for all DPA providers. As discussed below in Section V, HUD should require all DPA
providers, including HFAs, to obtain similar analyses of their loan performance so HUD can have a basis for determining the
terms under which secondary financing substantially increases the risk of loss to the MMIF.

* The total of SDQ loans for all government entities is the sum of the percentages of 90+ days delinquency, plus foreclosures
and bankruptcies. The total SDQ for CBCMA is the sum of the percentages of 90 and 120+ day delinquency of CBCMA first
mortgages, plus claims made.
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% Of All % of All Government CBCMA Compare
CBCMA FHA Entities FHA DPA Ratio
Mortgages Mortgages

30 Days Delinquent  4.41% 5.47% 80.7

60 Days Delinquent  1.39% 1.94% 714

90 Days Delinquent  1.54% 2.89% 53.4

120+ Days 1.61%

Delinguent

Foreclosure 1.04%

Bankruptcy 1.07%

Claims 0.02%

Total of SDQ 3.18% 5.00% 63.6

Given that CBCMA appears to be performing on par or better than most other government entities, there
is no rational basis for limiting CBCMA’s area of operations, or for allowing lesser-performing state
agencies to have a monopoly in their selected areas of operation. In addition, because HUD is not able to
demonstrate that limiting where CBCMA provides secondary financing would substantially mitigate any
risk to the Federal Government, such a limitation would contravene Congress’ express intent of
protecting secondary financing programs under 12 U.S.C. § 1735{-6.

B. CBCMA’s Program Standards Drive Its Results
CBCMA performance is driven by its conservative program standards, borrower-focused oversight, and
the multiple innovative sources of significant cost savings it brings to any transaction in which it
provides DPA:
o CBCMA’s programs require various reviews, including oversight by investors, third-party

underwriting review of all loans, separate third-party quality control post-closing reviews (using
samples of ten percent of loans), and rigorous correspondent lender screening.
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e All borrowers are offered post-closing counseling by Hope Loan Port (“HLP™), a HUD-approved
non-profit counseling agency, while borrowers in the 620-640 FICO band also receive pre-
closing counseling from HLP.

e  CBCMA has one set of guidelines across the geographies it serves, providing lenders with a
significant cost savings, thus freeing capital to reach more borrowers. Historically, lenders who
operate in a broad geographic region must contend with numerous program parameters in order
to provide DPA across their entire operational footprint — large lenders might have to contend
with as many as 2000 or more different programs. Using CBCMA allows such institutions to
deal with only one set of guidelines and forms.

* (CBCMA has innovated to lower costs to borrowers by creating the CRA Note Exchange (the
“CRA NE”) to allow more efficient secondary market sales. The CRA NE provides banks the
ability to sort through loans to find those that meet their Community Reinvestment Act (“CRA™)
needs, speeding up the secondary market sales of such loans, thus improving DPA program
efficiencies across the board. CBCMA has invited state HFAs to utilize the CRA NE so that they
and their borrowers can also take advantage of this innovative program.

s CBCMA offers innovative programs such as its earned equity program, which provides
borrowers with a sense of “skin in the game.” See First CBCMA Letter, p. 3.

¢ Analyzing Moody’s data, CBCMA determined that even with all of the above-described
measures utilized to help borrowers be successful long-term homeowners, borrowers with FICO
scores between 620 and 639 experience defaults at a higher rate than borrowers with a FICO
score of 640 or greater. In response to this, CBCMA determined that in addition to on-going
post-purchase counseling, borrowers with FICO scores between 620 and 639 will receive one-
on-one pre-purchase education. In order to ensure continuity of assistance both before and after
purchase and to further strengthen the relationship of trust with borrowers, the pre-purchase
education is provided by HLP, which also provides CBCMA borrowers with post-purchase
counseling. CBCMA will continue to review performance data to determine if this education
improves the loan performance of borrowers in the 620-639 FICO band. If performance does not
improve sufficiently, CBCMA will look at other ways it can support these borrowers, or may
simply raise the minimum credit score of its programs to 640.

IV.  CBCMA Does Not “Financially Benefit” From Its DPA Programs

The Commissioner also recently stated that FIUD is seeking to redefine how a party may “financially
benefit” from a transaction so as to eliminate certain DPA programs or providers. The Annual Report
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also indicates HUD intends to clarify the term to potentially expand the meaning of “prohibited
sources.” Even if such a concern is valid, it is not applicable to CBCMA.

First, under HUD's own rules and policies, government entities such as CBCMA are not subject to the
“financial benefits” analysis. Second, CBCMA’s program structure does not result in a “financial
benefit” as that term is currently understood.

In 2008, Congress passed HERA, which prohibited interested party contributions to the borrower’s
minimum required investment (“MRI”) for FHA-insured loans. HERA prohibited the following parties
from contributing funds to MRIs: (1) a seller; (2) any other person or entity that financially benefits
from the transaction; or (3) any third party or entity that is reimbursed, directly or indirectly, by the
seller or any person or entity that financially benefits from the transaction. The term “financially
benefits” was not defined. HUD’s 2012 Interpretive Rule clarified that the new prohibition:

[Dloes not exclude as a permissible source of cash investment, funds provided directly by
Federal, State or local governments, or their agencies or instrumentalities as part of their
respective homeownership programs. (77 Fed. Reg. 72,222)

Accordingly, CBCMA, as an instrumentality of a tribal government, is not subject to any “financially
benefits” standard.

Should HUD expand the meaning of “financially benefits” to encompass CBCMA’s structure, it would
effectively be doing so for all similarly structured HF As, thus eliminating the availability of a vast
majority of DPA programs.

The OIG has asserted that various state HFAs improperly financially benefit from “circular funding” of
DPA programs by effectively obtaining gains from DPA transactions without putting their own capital at
risk.® Instead of contributing their own capital to provide a DPA second loan or a DPA gift, those HFAs
contract with a third party that on behalf of the HFA buys first lien loans that have DPA from lenders
who are participating in the HFA"s DPA program. As part of that sales price, the lenders are reimbursed
for the DPA funds they advanced. The third party bundles the loans, securitizes them, and sells the
securities, while also acting as servicer on the loans. It then pays the HFA net proceeds from the
securitization sales, with the amount of DPA provided for each having already been taken out via the
purchase price paid to the lender. As a result, the HFA receives profit without having put its funds into
the DPA at the outset.

8 See HUD OIG Audit Report No. 2015-LA-1005, issued July 9, 2015; HUD OIG Audit Report No. 2015-1009 and No. 1010,
both issued September 30, 2015; HUD OIG Audit Report 2017-LA-0003, issued March 3, 2017.

ACTIVE/I75119456.6



202

GOODWIN

J. Paul Compton, Jr.
November 27, 2018
Page 8

CBCMA s funding model is quite different, as CBCMA places its own capital at risk in relation to the
FHA first mortgages in the transactions. CBCMA maintains a $100 million line of credit. Instead of
having its servicer front the funds to buy and securitize the DPA assisted FHA loans, CBCMA itself
buys the loans from the originators who participate in making CBCMA DPA loans, utilizing funds it has
in its line of credit. CBCMA then sells the loans to third party investors, who hold, sell or securitize the
loans. Thus, CBCMA’s own funds are inserted into the transaction, greatly increasing its real risk, which
accurately reflects its role as a DPA provider. This includes not just the cost of the DPA, but the
purchase of the entire first lien loan and subsequent liability for its indemnification and repurchase.

Equally important, like the HF As, CBCMA uses net revenues to support governmental activities, not for
profits for third party investors. All of the net proceeds from CBCMA s activities are distributed to the
Cedar Band to fund essential governmental functions and social programs, such as Band Building
Maintenance and Renovation, After School Youth Programs; Elders Assistance Programs (including a
small monthly stipend), a Scholarship Program, Southern Paiute Language Study and Research, a Work
Training Program, and Hunting Camps for youth.

While HUD has previously disagreed with the OIG's analysis,” it is not clear from the Commissioner’s
recent comments or the Annual Report whether HUD will continue to do so. As described above, while
CBCMA places its own funds at risk in the transactions, many HFAs do not. Even if HUD adopts the
OIG’s analysis, CBCMA should not be viewed as “financially benefitting™ since it takes on the risk of
providing DPA funds.

Thus, even if HUD intends to develop another definition of “financially benefits,” it cannot use any such
definition to limit CBCMA s operations without placing the same limitations on HFAs.

V. Possible Alternative Approaches for HUD to Reform Its DPA Program

HUD’s misplaced focus on geographic limitations and “financial benefits” derives from the fact that
HUD lacks quality data about DPA providers and does not have strong uniform standards by which to
measure such providers. As a result, HUD seems to base its deliberations on unproven assumptions that
HF As are more reliable DPA providers than other government entities. As CBCMA’s above data shows,
this is not true with respect to CBCMA. If HUD gives HF As monopolies in their states, HF As with poor
loan performance will dominate the market. Relying on government entities to self-police, when such
entities have no direct responsibility to or liability for the MMIF, is not a strong policy.

There is a better solution. Controlled competition — a “monitored marketplace™ - will drive providers to
seek ways to operate more efficiently with lower costs while producing quality loans, as CBCMA has

 Memorandum from Helen Kanofsky, General Counsel, Department of Flousing and Urban Development (2015).
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done, while ensuring that HUD can adequately supervise such participants and their impact on the
MMIFE. Competition will lead to the innovation that Congress sought to foster when passing
Section 1735f-6.

Several elements are needed to achieve a monitored marketplace: (1) reporting and monitoring of
performance for individual government entities, (2) uniform minimum credit or performance standards,

and (3) sufficient market participants.

A. Reporting and Monitoring of Performance for Individual Governmental Entities

HUD does not currently require identification of the specific government entity providing secondary
financing, even though it does require identification of individual non-profits that provide DPA. Because
of this lack of specific data, HUD is unable to identify which programs might be operating in a manner
which substantially increases the risk of loss to the MMIF. If HUD can identify riskier DPA programs, it
can focus its efforts on performance standards, rather than limiting DPA programs as a whole.

HUD should require that originators enter an EIN or similar identifier in the FHA system when
originating any FHA loan that receives DPA from a government entity. Presumably, originators could
use the same field that they use when they enter the EIN for non-profits that provide DPA, so ideally
there should be little or no modification necessary to HUD’s systems.

Once HUD begins to link individual government entities to the FHA first mortgage for which they have
provided DPA, HUD can create a report for government entities that is similar to Neighborhood Watch.
Governmental entities will then have accurate performance information for their programs as well as
relative performance information as compared to their peers, which will allow government entities to
more easily identify deficiencies in their programs and track the effects of remedial measures. HUD will
then be able to identify which government entities are meeting the standards discussed herein.

Currently, many government entities have a difficult time determining the long-term performance of the
FHA first mortgages they provide secondary financing on because they only purchase but do not
originate the first mortgages and sell them servicing released. Facilitating their ability to track the loan
performance of the FHA mortgages for which they provide assistance will almost certainly lead to
improvement in the overall delinquency and default rates of FHA mortgages where the borrower
receives DPA from a government entity. Once this data is available, HUD could then better assess what
(if any) credit standards it may need to impose in order to assure that the performance of down payment
assisted mortgages does not present a substantial risk of loss to the Federal Government.
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B. Uniform Minimum Credit Standards and/or Performance Standards

Uniform credit standards are already used in other FHA programs. HUD should also provide uniform
minimum credit underwriting standards for all entities providing DPA, including government entities.®
HUD currently has the data needed to determine the range of FICO scores or DTI ratios at which
borrowers receiving DPA begin to default at levels that could pose a threat to the MMIF. From this data,
HUD can determine the characteristics of a successful DPA loan and establish uniform credit standards
for borrowers receiving DPA, possibly including minimum FICO and maximum DTI requirements.”

In place of, or possibly in addition to, uniform credit standards, HUD could also set uniform
performance standards for DPA providers. Once HUD is able to publish the loan performance of each
government entity, setting loan performance standards would allow government entities to determine
how to meet those performance-based standards, including by imposing credit requirements, increasing
borrower support services such as pre-purchase education and/or post-purchase counseling, or allowing
for some other form of down payment substitute. Most importantly, it would give government entities
the opportunity to test out alternative and innovative practices.

C. Sufficient Market Participants

Measuring performance and setting standards, while necessary, are not sufficient in themselves to ensure
that DPA programs are incentivized to be innovative, efficient, and focused on lower costs. Strong
competition applied to meaningful standards, with effective measuring of performance, can drive
efficiency and lower costs. CBCMA’s strong program features and innovative processes are a clear
example of what a managed marketplace can achieve. A managed marketplace should be HUD’s goal;
limiting the number of providers in any geographic area is not a recipe for improvement.

VI. Tribal Consultation

As discussed above, the Commissioner’s public statements regarding possible geographical limitations
on DPA programs and creating a definition for the term “financially benefits” raise issues that would
substantially and directly impact the Cedar Band. As discussed in the First CBCMA Letter, HUD’s

8 The delinquency rate for FHA mortgages that receive DPA from government entities is on par with that of FHA mortgages
that receive DPA from relatives, and is substantially lower than that of loans that received DPA from “other” sources.
However, DPA from government entities makes up only 26.5% of all DPA provided, while DPA from relatives accounts for
62.5% of all DPA.

? Such standards will help alleviate any concerns HUD may have that choosing to not restrict the geographic scope of DPA
providers will cause a proliferation of DPA. If DPA can be responsibly provided only to creditworthy borrowers, the amount
of DPA offered will naturally be limited to a certain portion of HUIYs portfolio, and the amount that is actually provided will
not be a detriment to the MMIF.
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Tribal Consultation Policy requires that HUD engage in consultation “on regulations, legislative
proposals, and other policy statements or actions that have substantial direct effects on one or more
Indian tribe [sic], or on the distribution of power and responsibilities between the Federal Government
and Indian tribes.”'” Indeed, HUD is required to consult with tribes before drafting policies with tribal
implications, including by providing at least a 30-day comment period." In accordance with this
requirement, if HUD is contemplating any action that could impact CBCMA’s operations, CBCMA
requests that HUD first engage in meaningful consultation with CBCMA.

CBCMA values its relationship with HUD and appreciates the opportunity to address any concerns
HUD may have with the Chenoa Fund program. We look forward to engaging in a discussion regarding
these issues, and appreciate your consideration of our request.

Sincerely,

Michael Flynn
Enclosure

cc {via email and overnight mail):
Brian Montgomery. Assistant Secretary for Housing and FHA Commissioner
Joseph M. Gormley, Associate General Deputy Assistant Secretary for Housing
Amy L. Brown, Acting Associate General Counsel, Office of Insured Housing

1 Department of Housing and Urban Development Tribal Government-to-Government Consultation Policy, § THD).
i
1d.
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U.&. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT
OFFICE OF THE DEPUTY SECRETARY
WASHINGTON, D.C. 20410-0050

May 25,2016

MEMORANDUM FOR:  David Montoya, HUD Inspector General
Edward Golding, Principal Deputy Assistant Secretary,

HUD Office of Housing
FROM: Nani Coloretti, Deputy Secretary Nl W
SUBJECT: Decision: Office of Inspector General Audit of NOVA Financial &

Investment Corporation’s FHA-Insured Loans with Downpayment
Assistance, Report 2015-LA-0010

Consistent with section 3-5 of the Department’s Audit Management Systern Handbook
2000.06 REV 4, this decision memorandum represents management’s decision and resolves the
present disagreement between the Office of Inspector General (OIG) and the Office of Housing-
Federal Housing Administration (FHA) arising out of OIG’s audit of NOVA Financial &
Investment Corporation (NOVA) and its origination of FHA-insured single family mortgages for
borrowers using downpayment assistance provided by various housing finance agencies.

BACKGROUND INFORMATION

Despite several attempts to resolve their differences of opinion, OIG and FHA continue to
disagree as to whether the downpayment assistance programs being operated by the governmental
entities and utilized by borrowers in connection with FHA-insured financing originated by NOVA
violated FHA’s requirements. OIG and Housing disagree on six recommendations made in the
NOVA Audit, and OIG referred these disagreements to me for resolution. Specifically, OIG
recommended that NOVA do the following:

1. OIG Recommendation 1B: “stop originating FHA loans with ineligible gifts as
part of downpayment assistance programs ....”

2. OIG Recommendation 1C: “indemnify HUD for 405 FHA loans that were
originated with the ineligible gift as part of the downpayment assistance programs

b

3. OIG Recommendation 1D: “indemnify HUD for the additional 304 loans
originated under the Home in Five, Pima Tucson, and similar downpayment
prograims that may contain ineligible downpayment assistance .... HUD must
review the 304 loans to determine whether they were insurable without the
ineligible downpayment assistance.”

www. hud.goy espanolbud.gov
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4. OIG Recommendation 1F: “collaborate with loan servicers to reduce the interest
rates for FHA borrowers who received downpayment assistance, were charged a
premium interest rate, and have not refinanced or terminated their original FHA
loan™

n

OIG Recommendation 1G: *reimburse FHA borrowers for overpaid interest as a
result of the premium interest rate for those who received downpayment
assistance, were charged a premium interest rate, and have refinanced or
terminated their original FHA loan”

6. OIG Recommendation 1H: “update all internal control checklists to include
specific HUD FHA rules and regulations governing downpayment assistance,
premium interest rates, and allowable fees”

The resolution of these six recommendations primarily depends upon the determination of
three issues:

1. What is the interpretation and application of the National Housing Act
“Prohibited Sources™ provisions to the downpayment assistance provided by a
governmental entity?

2. Whether the specific practices of the governmental entities providing
downpayment assistance in the particular instances referenced in the NOVA
Audit violate these “Prohibited Sources” provisions as they were interpreted and
applied at the time of the audit.

3. Whether the specific practices of the povernmental entities at issue in the NOVA
Audit violate any other applicable FHA requirements concerning premium pricing
or gift funds.

After meeting with OIG, FHA and the Office of General Counsel (OGC) on these issues,
charged OIG and OGC with conferring further to see if there was any common ground with respect
to the relevant legal issues underscoring the Audit’s determinations. The two offices conferred, and
OIG also provided documentation that previously was not available to FHA or OGC. 1understand
that, pursuant fo those discussions, the three offices — OIG, Housing, and OGC — agree that the
Federal Housing Administration: Prohibited Sources of Minimum Cash Investment Under the
National Housing Act — Interpretive Rule (“2012 Interpretive Rule”) permits governmental entities
to provide downpayment assistance that may represent a borrower’s minimum cash investment.
Docket No. FR-5679-N-01. However, neither office has changed its underlying view of the legal
issues surrounding the NOV A FHA-insured single mortgages at issue in the audit and continue to
disagree as to the manner in which a governmental entity may raise funds for its downpayment
assistance program and the manner in which a governmental entity may provide downpayment
assistance to perspective borrowers. Both OIG and OGC provided me with their position on these
legal issues, and this memorandum sets forth my final determination.
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1) The “Prohibited Sources” Provisions and Treatment of Governmental Entities

The 2012 Interpretive Rule is the Department’s legal interpretation and application of the
National Housing Act’s “Prohibited Sources” provisions, which restrict certain persons and entities
from funding the borrower’s minimum required downpayment. The Interpretive Rule specifically
excludes governmental entities from the “Prohibited Sources™ provisions and places no restrictions
or prohibitions on how governmental entities raise funds for their downpayment assistance
programs. In addition, the Department’s General Counsel has opined by memorandum dated
August 11, 2015 (“General Counsel’s opinion™) and attached hereto as Attachment A, that
governmental entities generate their funds for downpayment assistance programs through a
variety of mechanisms {which could include the sale of mortgages on the secondary market) and,
once the funds legally belong to the governmental entity, that control is sufficient to render them
eligible for use as downpayment assistance and a proper source for the borrower’s minimum
cash investment. Neither the Interpretive Rule nor the subsequent Mortgagee Letter 2013-14,
titled “Minimum Cash Investment and Secondary Financing Requirements — Acceptable
Documentation for Funds Provided by Federal, State, or Local Governments, their Agencies or
Instrumentalities,” placed restrictions on the manner in which governmental entities raised funds.

cl ¢ th
d a permissible source for

governmental entities involved in the NOVA Audit represente
borrowers’ minimum cash investment.

2) “Prohibited Sources” Provisions as Interpreted and Applied at the Time of the
NOVA Audit

The 2012 Interpretive Rule and Mortgagee Letter 2013-14 were in effect and applicable
during the time of OIG’s audit. In fact, OIG’s analysis in the audit acknowledged and recognized the
applicability of the 2012 Interpretive Rule and Mortgagee Letter 2013-14. The audit
determinations, however, rely upon a finding that certain provisions of the FHA Handbook
(“Handbook™) still apply to governmental entities. Specifically, OIG asserts that the lender is
obligated to ensure compliance with 4155.1 5.B.4.a, which requires that there is no expected or
implied repayment of gift funds by the borrower, and 4155.1 5.A.2.i, which places a restriction on
the use of premium pricing that results in a credit to the borrower such that the credit cannot exceed
the borrower’s closing costs and/or prepaid items. In light of the Interpretive Rule and Mortgagee
Letter 2013-14, which post-date and supersede the cited Handbook provisions, and the subsequent
General Counsel’s opinion regarding the applicability of these authorities, I conclude that OIG has
not established in its audit a violation of any applicable requirements goveming these downpayment
assistance programs.
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3} Gift Funds and Premium Pricing
a, Gift Funds

1 also conclude, contrary to OIG’s allegations, that the funds used for the downpayment
assistance were consistent with the FHA rules governing gift finds, as determined by Handbook
4155.1. Based on the information provided by OIG, it appears that the borrowers received grant
funds from the governmental entities and were not, in fact, required to repay these granis. Indeed,
OIG takes issue with an apparent arrangement between certain governmental entities and lenders
participating in the secondary mortgage market, in which the lenders reportedly provided funds to
support the downpayment assistance program (financial support that, according to OIG, was
borrower-funded); but documents memorializing the arrangement expressly provide that the
“[dJown payment assistance is a grant and is not directly repayable by the borrower ....”! In
addition, according to the record information provided by OIG, the borrowers did not execute any
additional note or security instrument to document the creation of a debt obligation securing the
repayment of the downpayment assistance amount.* The sales contract was not artificially inflated
and the original principal balance of the mortgage was not increased to cover the cost of the
downpayment assistance. There was no prepayment penalty imposed upon the borrower if the
borrower prepaid the mortgage such that the full value of any increased interest rate was not fully
realized. As such, I conclude that there was no expectation of repayment of the downpayment
assistance as alleged by OIG. Thus, I conclude that the downpayment assistance at issue in OIG’s
audit is permitted under current FHA rules.

b. Premium Pricing

I also conclude that FHA’s policies addressing “premium pricing” in Handbook 4155.1
were not applicable in the circumstances as alleged by OIG. FHA’s requirements related to
“premium pricing” are only applicable where the interest rate negotiated between the borrower and
lender results in a credit from the lender that then is reflected on line 802 of the HUD-1 Form.* OIG
specifically has found that no credit was generated in these cases. See Appendix D) (indicating that
no credit was found in the HUD-1 for the reviewed loans). Consequently, there cannot be a
violation of FHA’s premium pricing policies where there is no corresponding credit to the borrower,
because FHA’s restrictions on premium pricing do not apply.

DECISION

The “Prohibited Sources” provisions of section 203(b)(9)(C) of the National Housing Act do
not mandate the conclusion that governmental entities are prohibited sources of downpayment

!As previously determined, there are no restrictions placed on governmental entities in how they elect to raise funds for
their respective downpayment assistance programs. The subsequent sale of the mortgage on the secondary market is a
permissible source of funds for a governmental entity’s downpayment assistance program. Additionally, FHA does not
have the legal authority to regulate interest rates.

* Memorandum of Jeremy Kirkland, Counsel to the Inspector General, to Tanya E. Schulze, Regional Inspector General
For Audit (hereinafter “Kirkland Memorandum™), dated June 17, 2015, conceming the NOVA Audit, page 2, (noting
borrowers had gift letters stating that the downpayment assistance was not required to be repaid.).

3 In the section of the HUD-1 Form setting out items payable in connection with the loan, line 802 requires the
mortgagee to provide the “credit or charge (points) for the specific interest rate chosen”™ by the borrower,

4



210

assistance in connection with FHA-insured mortgages, regardless of how such entities generate their
funds. Based on the facts presented by OIG in the NOVA Audit, it does not appear that the legal
position of the Department and the policies of FHA with respect to governmental downpayment
assistance in place at the time of the audit were violated by the lender. Moreover, the policies of
FHA with respect to premium pricing and gifts also do not appear to have been violated by the
lender, based on the facts that OIG has presented.

The NOVA Audit makes neither allegations nor any determinations that the then applicable FHA
requirements found in Mortgagee Letter 2013-14 were violated. The NOVA Audit also does not
support a determination that the 2012 Interpretive Rule was violated. As such, I find no basis in the
NOVA Audit to support Recommendations 1B, 1C, 1D, IF and 1G and therefore will not require
any further action by FHA with respect to these recommendations. With respect to
Recommendation 1H, I concur with OIG’s recommendation and direct FHA to review and, where
appropriate, update its guidance, including any internal control checklists, to include FHA rules and
regulations governing downpayment assistance, premium interest rates and allowable fees,
consistent with this memorandum. Additionally, while the Department believes the downpayment
assistance program as described in OIG’s audit is permissible under law and that OIG has not
established a violation of any FHA rules and regulations applicable at the time of the audit, Tam
directing FIA, in concert with the Government National Mortgage Association (“Ginnie Mae”), to
review prospectively, and provide to the Deputy Secretary within 90 days any policy
recommendations relating 10, (1) the role of secondary mortgage market participants in providing
financial assistance to governmental entities that in turn use those funds, including funds generated
through prior mortgage transactions, to support downpayment assistance programs; and (2) any
advisable parameters governing such arrangements. In addition, I am directing FHA to evaluate the
appropriate risk-related factors with respect to loans that include downpayment assistance, including
any potential additional risk to consumers and/or to the Mutual Mortgage Insurance Fund, and
determine whether steps can be taken to mitigate that risk and ensure that the risks are within FHA s
risk tolerance. FHA should report the results of its evaluation to the Deputy Secretary within 30
days.



211

ATTACHMENT A



212

e,

e

U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

FERTIN
¥ g

* I ' WASHINGTON, DC 20410-8000
o AUE 11 205
OFFICE OF HOUSING N :

MEMORANDUM FOR: Edward L. Golding, Pnnc1pa1 Deputy Assistant Sew

fHousmg,H ; gz g
FROM: ’ . Helen Kanovsky,Generaly Counsel, C v k

SUBJECT: . . Penmssxb]e Source of Funds for Governmental Entities
: Downpayment Assistance ngmms

You have advised that the audit of NOVA Financial & Investment Corporation by the U.S.
Department of Housing and Urban Development’s (HUD) Office of Inspector General (OIG) has
created concerns about the propriety.of certain Downpayment Assistance (DPA) programs being
operated by various govemmcntal entities, including Housing | Fmance Agencies. Specifically, you
requested guidance concerning whether a gavemmantal entity’s use of FHA moortgages with
arguably higher than market interest rates in its DPA program tepresents “preminm pricing” as
defined by Federal Housing Administration (FHA) requirements. Additionally, you asked whether
a practice of raising funds in this manner by govermnemal entities to provide DPA is permissible
under FHA requuemems : g :

Fust, FHA’s Intﬂrpretanve Rule, Docket No FR-5679-N-01, pubhshed on Deoember 5,
2012 and Mortgagee Letter 2013-14, published on May 9, 2013 superseded previous FHA gmdance
in regards to governmental entities DPA programs, Second, nexther the Interpretative Ru!e nor the
Mortgagee Letter placed restrictions on how a govemmental entity may fund its DPA programs.
Finally, the nseof funds derived from the sale of. mortgages with higher than market interest rates
does not constitute premlum pricing as deﬁned by FHA, nor does it violate any other reqmrement
placed on DPA prowded by povernmental entities.

Permxssnbla Source of Funds for Downpavment Asmstance Pro;zrams

Governmental entities are a permissible source of funds for a borrower’s Minimum Cash
nvestment.- FHA's i mterpretanon of section 203(b)(9)(C) of the National Housing Act provides that
FHA is riot prohxbxted from insuring mortgages originated as part of 4 governmental entities DPA
programs when the enmy directly provides funds toward the reqmred Mmunum Cash Investmem
This interpretive rule placed no restrictions on how govennnental entities acquired the funds tised
for their respectwe DPA programs. In fact, the i mterprenve rule specxﬁcally mentioned and
recognized various ways goveramental entities currently raise funds for their rcspecnve DPA
programs — such as public funds, tax revenue, taxable and tax exempt general obligation bonds, and
housing bonds, Further, the interpretative rule did not prohibit nor preclude governmental entities
from raising funds through other means such as the sale of mortgages on the secondary market.

Subsequent to the interpretive rule, FHA issued Mortgagee Letter 2013-14, which provided

additional guidance to mortgagees on how to document the funds used for DPA provided as well as
guidance on secondary financing by a Federal, State, or local governments or their agencies or

www.hud.gov espanol.hud.goy
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instrumentalities, This Mortgagee Letter did not place any restrictions or prohibitions on how a
governmental entity could raise funds to fund its DPA program.,

FHA’s determination not 10°'place restrictions or prohibitions on how a governmental entity
raises funds to support its DPA programs through either the Interprétive Rule or the Mortgagee
Letter is in keeping with FHA’s previous guidance. FHA’s Handbook 4155.1.5. B.4.b concerning
the source of funds for a gift specifically states that “FHA is not concerned with how a donor
obtains gift funds, provided that the funids are niot derived in any manner from a party to the sales
transaction.” Further, as the Interpretative Rule and the Mortgagee Letter are the later enacted, they
supersede any prewous “guidance that arguably may conflict, FHA does not place restrictions or
prohibitions on how a governmental entity élects to raise finds to ‘support its DPA program and
governmental entities may directly provide funds for a borrower’s Minimum Cash Investment.

Prexmmn Prxcmg

Sechon 203(bXS) of the Nanonal Housing Act provxdes that the mterest rate'on.an FHA
insured mortgage is to be agreed upon by the borrower and the Jender. Regulation 24 CF.R. - -
§203.20 similarly provides that the borrower and the lender are to agree upon the mortgage interest
rate. FHA does not regulate mterest rates and cannct regulatc mterest tates.”

FHA’s burrent guidance does not prohibit prermum pncmg FHA gmdance does however
restrict how a credit to the borrower, as a result of premium pricing, may be used. FHA permits the
credit to be applied towards a borrower’s closing costs or other prepaid items, but does not permit
the credit fo be used towards the borrower’s downpayment.- 1fthe resulting credit exceeds the
amount of actual c}osmg casts or prepazd rtems HUD reqmres the lender to mduce the prmcxpal
balance' of the mortgage

: There is no'violation of FHA restncnons on premmm pricing where the rates agreed upon
by borrower and lender are generally the ratés avaﬂable o homebuyers partlclpanng inDPA
programs. Similarly, there s also rio violation of FHA restrictionis o premitm pricing where any
apparent increased interest rate did not result in a corresponding eredit to the borrower.

NOVA Audit

Based on the above legal analysis, we do not see any basxs to challenge the Iegal 1ty of
NOVA’s DPA programs Becatse the practices engaged in by NOVA do figt represent premium
pricing as defined by FHA' requirements, and becatise FHA does not restrict the source of the funds used
for the DPA prov:dcd by govemmemal entities, we cannot support the OlG’s conclusion that NOVA
violated FHA requirements ‘concerning premxum pricing or the provision of gifts, Please let me know if
you have any further quesnons concemmg this matter. - .
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LA DEPARTHIENT OF 1y §ANTURBAN BEVELOPRMERT
W 3 Ry

Precember 9, 2016

FORANDUM FOR: Tanya B Schulz
Regions! Inspector Geseral for Andie YDGA

Robert 1. Muldeng T
Acting Deputy Assistant Secvotry for %:mjzf Family Housing, HU

SUBHCT Auditee Response:

HUD Failed 1o Adeguately
Finoead Downpavnent £ -
CHG Dira®t Andit Repont Nuder 2002 LANNXY
fssue Dot Desomber XX, 2036

Urvarner FHAIswed Loans with Borrower-

The Office of Taspector Genvrad {10 performed the sulyect sudit of oversight by the U8
Diepartment of Housing and Urhan Developmont (HUDY of Federal Housing Administration
(FHA pnsured loans tor which &mwmxmgm assistanon was provided o borowers through
progrm advimistered by Housing Frogoce Agencies (HFASL  ORG"s stitedd objuctive wes 1o
determine whether HUD had sdequate controls to e that FHA-nsured Touns with
downpaviment assstance complind with HUD requircnsents,

Depaty Seeretiry Colorattl bas asked e to respond 1o the draft sudit report on her behadf]
sy well as on bohalf of the Offics of Hossing {(Housngy

ot the outset Hat wee belivve thar the tithe of the madit is mrisleading, in

e A-sponsored dovwnpavaient-axsigod FHA mongage loans are “horower
ﬁwﬂ, Such foans benefit borpwers fnancially through the average e of an FHA T, with
fterest rates that oaly warginally Iyder thas FHA ans without downpayment sssistaoce and
reflect the slightly noreased risk forsuch bovwers. As our analysis below domonsrates, the daalt
stance sl overstates inkerest

sndit pepont Buils fo aovomnt for the benafit of the downpayvment ass
save differenees,

Housing considers sech programe 1o Do s impoigant ool for assisting undurserved bt
ereditworthy famihies sovoss the United States 1o move to bomeowanership—and especinfly, for
Telpiog fo wake this opportunity svailable to those Badies earBier. OF conrse, Housing s
conpmitted to grsring that s poteatial bovsoverr grders inte an FHAmsmed mortgage only and

assin foek s wxpunnd busd g
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winen her frmnctal sod onadit recond demonstnss Tt bomeonnenhip can be suveesslidly
supstainedeboth for the stability of the bomeownor sad, cqually bnportant, for the stability of e
Muteal Montpage orance UMD Fand. Tt when cur strong ussdervaiting guidelines
desmonstrate the tat is e cose fmmy&m&m% s toission is then to expand sccess o crodit
fow iﬁmwﬁaz\m&x such borrowwers, it to resteiot it and dowapement sssistance from quadified,
public prrpose-driven pove eumities i s importent ool o enhaacng, that opportunity.

Heosstng spprecistes the wudvsie that fhe UIG bas dore i pregrarig this dradfl asdit report.
White Housing contends Sl the deaft audit repont contains cortain inacounte foon amd coralley
conchssions related to government-sponsorad dovnpovment assistance, we concur with many of the
crarching prinviphis ;:mimi by the Recommondations 1w the deadl repart

LEAS

Sbsent addi "imsxi m\icicazm %}mrs%&g betioves tha cureent povarment-sponsarad

. FHA b aternad condrobs 0 condinn comphance with the taw s
2 Hﬁs raqummmm vonsistent with the Offics of Generad Counseds” legal opinion concerning the
speration of povernmentad downpannent asoistiose programs, Speoificatle, FIEA has put in place
controly fo cnsure that the Rads belng wsed &emhmwwsmmmm Hrvestmont gre Jegally

those of the governmented colity ot dlosing, and originating lendees are required 1o oltsin
sontirmation of hat From the geverneenid ontitys The contrals iy plaoe were sot desipned o
prevent dewapavment ssitese programs such as those sl fssue i previons (G sudits, s it s
FHA's positione—which the Deputy Seemtary has conlinmode-that sisch goveemmantal
dewnpryient sssistmoe progrns ate fogal and corapliot with FEA saqiramesss,

O cousse, Howsdng routinedy svalites waes in which we can strenpthen ivtaral sontrols
sased we will comsider bow contrads for dovnpavinent sssistanee progeas oan be improved while
2 5 e for oveditionthy borrowers, Wewil] soustinue to explore
o Sl provide approgniate fbmstion to FHA when HF A-spomsored dovwnpayment
sssisanes ons e oriptaatod, allowing our reviowers W clossly mondtor compliance with e
Nathond Honsdng st

W wrge vou e consider the Sollovdag kev points and consider nraking appy \»pmx FEVEIOnS
o e drall seport, sivee 3 neport with proveises thet are Bmccwate & undikely 1o serve well eithery
yoesr pifiee or FEA ond the Department

§ H] wgmxwmai ;&m zr;ri\*mmt RS

s“m&mw‘ szmm h:\ 1303t ><§m&:§m§ arvibing in the draft report m:a &m@miﬂim stich ;‘szxa,zram«
are poncomplicet with FHA goidanes or inconsistont with the fogal requiroments ostabilished in the
Matiorsd Howstng Act. W bave sought slvios Fror our progeses vounsel om ez onguing basis
throughont the reviow ovcles for what ase now four different O andits onthis matter,

§
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Asa ?»wﬁi% of that vounsel, our deternmaation consistently romuing that the HF Axsponsored
downpaymont assbitanie programs specifically identifiad In vour sadite comply with e applicalile
sutgory, regulatory sad admaistrative requiraments, Dsroounsal s provided us olow lagal
wdvice an the requivennests finr dovwnpavarnt sssistance sufliclent to allow FHA to determipe svhen
& program is oposatiag e the bogds of the low, B ovidence i presented o us dompaisating
such noncomplisaoe, FHA stands rendy 1o alie appropriat action ta curtall sich activity,

The sdeaft audit makey clear that O Is operatiog with o difeeent viow of the legd
regmrements apphicabds fo dowapavient assistns propramas operated by Govemmental Balitien.
A QG b opined, wnd the Popady Seeretmy hus conthmmed i hor sdiudivation of 2 previous sudit
dissgresnment on thiy very sue, the manser i which s Govermmentd Bttty semersten the funds
fis dovenpasnment assisiance programs i not regulsted by THA, nor dathe
of the National Houstng Act prociuds the tvpes of funding mochardsms tha QGIG
< iaproper, The Deputy Secrctary stated:

T 2012 Fterpretive Rude §s the Department’s Seg:ﬁ interpretation and application of the
National Housing Act's “Prohibited Sams provisions, which restrict ceriain persons snd
antitios from funding the borrower™s mitotroum reguind dowapayment. The Iferpretive
Rule specifically excludes goveramental entities Srom the “Proldbited Sources™ provisions
and places ne resteictions o prohibittony on how povernmesial entities raise fands for their
payienl asistanes progruns. o addition, the Departracnt’s General Counsel has
epiwd by memorandum deted August 11 2018 P Generad Counsel’s opiglon™) snd.
atbched horeto as Attachament A, that govermmenial ontivies penerate their funds Ry
downpayment asisinos prograes theough 3 variety of mg cchanisms {which couid include
S sade of morigages on the seoondary sprhiot) and, cnog the Fands logally Iolong to the
governeental antity, tat conred ks sullicient 1o vender them eligidde Ry ise as

downpavment assistance and & proper souree for the borrower™s minioom cash
wreestment. Nesthor the Tnterpretive Rule northe sebsequent Mortgages Lettor 301334,
titked “Minkmom Cash Investment and Secondury Financing Requiraments — Acvepiable
Documemation for Funds Provided by Fedenal State, or Local Ciowernments, thelr
Sgencies or Tostrumentalition,” placed restrictions on the magner in which governmental
entities raived fands. (Sew the Deputy Secrotary™s Devtsione Offoe of laspoctor Gonerad
Andit of NOVA Floencial & buvestment Corporation’s FHA-Tovwred Losms with
Dovwnpayvend Assspmes, Report BHS-LAGUHIGY

Aetditronadly, contrary to the sssactions (o this sudit, the Nationa! Howsing At and FHA s
seope of suthority b this aven ave restricted R the saley tussaciion beloy Draneed with the FHA
instrad mortgage. As stated by the Deputy Secretary, “the "Prohibited Sources™ provisions of the
Nationad Housing A, coptured at s e ZOHBRHCT of the Act e divecied towarsds parties tha
Dioaneially bonety From the propaty salis transaction sod the primary mongege fransaction, pot
fransactions Shat ocear in the secsndary rvisose soorker ™ fomphasis added; see Depuly
Swatm@\ 3= Offee of Inspector General Audit oF XOVAF igt;mcm & hvestment
Corporation’s FHAInsured Loans with Doavnpayment Sssistance, Roport 2015 \4?%%&3} We
arge Hre O 1o accept the detemmnution of the Doty chury stnd the adviee of 8 4
Crenent Connmel. the offtos charped with providing ol officidd N eal advive o the apox

. smi

s



evalisate these Dovernme
srderstanding of the provisions ¢ 3 g
Housing At and FHA's suthority © swk 1o regalate mnésw market mmm

folders iu Teett ai‘m §m g,ms 1 G W i*fi}?ﬁ»., &meis t.w serve AT e:i,iiiss arthy,
qu!m% ’wm& « speross the nation thic b simply 2 i poversance o3 the part of THA The
convemations referenced wers never infended o 6l intienated i the deafl
it report, beet vathier to wsure compliiee with FHA requivanints sod the Nattonal Howsiog
Act Tpdeed, by working with housing Bomce ageneies in this murnmer, FHA wis sble 1o provent
vielatioms of fte requirements from oeonrring o the fust place.

Ty prartiondae, through the wmovtings refrenced, FHA w u able to prevent the apergtion of
prograns i which the povernmental eptity woudd sof provid e oy pke 8
determmation as » 15 willingness o purchase a loan mm% after the loan had chesed. Those
mestings wore tended o onstrs that the governmental eolity dogs mske the dawarmination tha
the %wrxm or B 10 b gieen dewngreyncnt assistance ihmﬁgh the en entity’s progoem and iim?. {iﬁ:
soveromental sarity either provides the s o advance or lnoars & legally binding

2. iy emering it o dobr obBzation or deawing Bom s previousty espldshed §sm of sr\é:!

PEA made clesr i ity podiny thay it wonhd call into guestion any é(mnga\mem wsistanee
for which e governmental eatity does ot satisly the debt ov ey 3
drafl report’s tvplication. (e preareangement of Fonds deseribed does wmgsi} with the law and
FHA s requiremonts aead svas dosigned 1o do so. The mere fact that & gowrnmoentel cotity”s delnt
sa%éag,s?mn is §m:sxiczw fmm an m“m;xmm 'm F T xw: ami tkm mix;,igui M %hv twwzzzmmm

e {hﬁ% Eha«ﬁ& kg@ a:ix&;x s.;b%igsxmm k&w ot %w:m
ta:m ;m\mm& gkm» wx%‘ﬁ 3*&&)&\%&:: 1t 1o Housing, so that

Seoonsd, regarding the opact of HE Asporsord é\qummwi wwianee to FHA
horrowers, our review of the OIG's snalysis suggests that that ansbvsiz Is Hawed, Ty vour own
achuowlodmuent i ihe sudit reponts zome of the TP A-sponsorad dosapanoment assls
prozrums von bave sudited have w g condition Tor bomawers partivipating that ihey be reguired o
commplate pro-parchase o sy with a HUDconifliod howstng covnseling sgeney, and the repont
recommends that FHA shndardize thes as 2 soguiremient for such progras, We are exploving s
8w potentiyd polivy cuhancomont, et castion that progren counse! Bave indicsted to v that suchr
polivy change will Bely requite new nfenading,

Adso as vou ackpowledge, some HEA-spomserad programs abready require the borrower i
sty that hoisdne secognizes that receiving dovnpayment assistasoe Bhaly rosolis in o bigher
fterest rate ovendl, Houstng ackoossledes that not vvery such prograss bas his certification
reggairenant, thotigh many do.
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Buxe the draft asedit report s o acknowledpe that cvery FHA borrower already recones an
“Irformed Conswner Choles Disclosare Notice,” which advises in party ¥In addition tp an FHA-
mswrad reorigege, My s gmaitly for ather mostgagl products offtred by vowr konder, To
exvsiire that vou e aware of svadldble Soancing wony Jessder b pre sased 5 eommpatison of
the fypical costs of alierative conventican! mortgage productixy, using representative Toan amonnts
and costs. The loan amounte and costs shown Below will vaey from vour esn mortgage kan
tramuction, Yo shedd studv the comparisen carellhy, sl guestions, and detenmine whivh

product is best for vou”

Porbaps sl smportant, we are steadlist fnowy sonvichion i the borrower Tipancing
exgmples showy i vour drafl sudi report do not scourdaly reprssent the significant pesitive npact
tor the howresver, Please consider the §

w  The Depnwtment bas eonpancad data dempnstrating that, given recent comBitions, the inerest
e chasged for an FHA-hvaed maigage Toan with HPA-sposored downpananont
axsistee would walikely be ot than 0.3% higher than that which would be availsble
withost dovvnpeynont sssistance. Foreach of the pest free Taeal yoars, Housig compased
fsterest rates v all HEA mortgage Toans with governmant-sponsorad downpayneent
asshutanos with mongage loans with ne dovnpayment ssistanoe. The average éz&mm\: n
psterost rates Tor these two sconarics was typloally Jess thas or aguad 10 028% Plesso sed
Altachmwnt A for the seomary data wiich fakes infe aeconts ol single Dadly morteage
Joans for the 20123016 Heeal vears.

f

*  The cost asalyses prosdded fo the deadt aodit reportein addithon to b RE COTHRILIRGDR
on brsterest nuste illorences of 0.5 075, and 1.00% though e drall report provides ne
bawis for the magniinde of such interesd ngte differences—diily to ke it account the cash
value benelit of the downpasman el which woudd buve been provided 1o the horrower 8
closing, Whee the cush benefit of the dowapayment Is applied for g singde Gy mortsaee
oman weith s dnterest rate that b 0.53% ligher, Howsdng valoulates the “Total S-vear ot o

bosrower™ to be $2,341 fess for burvowers with dowapayment ssbstance. That s ihe
o peceives & net oash beneli of 82,341 over the Bewt
st omparon salostation developed by

bosyower with downgeraent o
ix venrs of the meetgape loan. Plepw see the
tizsxmm, staff B Adclenent B

m»\\m?.wm&m«%
pand A?M* foveans i

® vt the borsever with desapayvsent

pod pokition (hy &
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132 pavinenty, Even 31 this stage, the Sifference In owner's eguity is less by only
L, relative 1o an unchongad properte valme o 81504

* cover, Housing™s best imformus
choesng & govenmneni-sponsored downgs
DR o puee %m«;@ mﬁm‘g% dow
* ST SRR T B sl
wose e wverape wem of e FHA
§fow an FHES Bomeburver ot to
s prior 3o 12 §lovear breskesven
et
* Even with sy auerest rage g fn’si‘ *%%‘tik}iﬁ;' i‘ﬁm w supposed ekt valehossevee
= fareog vomaing B a cashe
SIG Qf iigt.e & v of the morsgage, The
o e abve shows e Atachmest B,
Reganding feos supposedly issussed 1o borrowers & factlitate the downpasmont o

TEANSROTION

o The draft aodit seport oontends that boroswers were chargad Tees thad were not reasotiable
wor sustonmrs--aeatiy i e et of $460 por tramsaction (585 oy servios foe’ 32258
bond application o4 and 3130 bond travsttr 100} Based on dats Housiong has roviewed,
s%wh fres appear 1o be seasonshde wad castonuey iy dovwapaeent assivtanoe ranssctiong,

E gt sweed b conmpensate temmactiousd parties whiose aclions we seossswy 10 sisure

imz the montpage fosn compints b soguiromens botl of the HEA and of seeondary nnvkat

participams whose investing stfeorvely rubses the Funds for the downparment, To

Housing's best knowledpe, thess foes have been s standaed past of downpayment assistance

feamsactions dating back to whon downpranent fnds wore subsed Srongh e sade of

otz revenie bomd—denoe, the maraing of such fees as “hond™ foxs.

»  fooadditon, Howdng has oo ovdence of e i which FHA borrossers sctuadly paid the
subjest foos we part of closing costs, Relstive 1o the O3 audil of NOVA Fnancial &
Bevestrent Corp, ONOVAY sudit. for exanple, Housing revivwod not onfy the 16 fosns cited
oy the QUG Bt sl addiongd loms originated by

P snd by other HEAS in the same

sepviv fog, sinee vradits fap smiiy Troms thae londder wore appliod to the iy servive aond other

&
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peographic wes with downpayment wsidance, Although the fees were Hsted s charges to
the borrower oredits were provided trom the lender or the sellor which explicitdy or
emphicily coversd the cosse of these fees

*  Thus, notondy bas Hongng found the sudect fee 1o be semonable and costomary Housing

Fhnadly, regarding the dedl seport’s suggestion St HP Awsponsorsd dowenpayment assiitance
prograns pose sndue tisk to the MM Food, plosse consider the fellowing:

»  Housiag maintains St P Asponvored downgasment assistame progesns ase Jogal wsd
sholly separse wad distinet from (he seller-Nodid assistance programs discassed I the
draft audit report, The report sustains the ORY's assertion that the HEF A-sponsored
dowapayment assistance progrems “are sivnilar .. aeller-fimded downpainont assistance
{invobving] seller peovmants do o thind ety which provided dovwnpuanent sssisince i
PHA borrowees, The sellor thes indTated the sdes price fo soeover the downpasymont
assistanee.” The Department does mt see the similarity suppested by the OIG. In the case
of xellor- Bunled assintance, Rnsncing of fe full priscipal smoust of the dovenpayment was
voquired swnd Ui dnterst dhrged over the Bk of the Toan Tor that st Bir the ease of
downpayment assistance funded throvgh HFAs, the dewnpasmont Hoanccs pone of the
principal momt, but te foan sy haoce o shghtdy higher than average Borodt ee charged.

s  dorsover, HFAS sre entibes ctablished by Tocal orstite governmaons For an exprassd
pblic purpose, 10 expand apportimities for sifordable hoasing, Houslng®s best information
stspents that e marpinally higher foterest rabe paid by s borrower s By no reason other
than compensating for the “vost of doing business™ by the HFA end the associsted peties
that assist i genersting the dovenpayment unde, from orighaation to secondary market
Fvvsstraent; and there & ne fundalent fnfltion o e Bome soles prive or other vehicls that
places the borrower ot lugher vk, Adse, 8 vt be noted that the GAO stedy aited by the
B0 sugossting vadoe risk 1o the MM Vond deakt spectfically with nonpratit-hased, selfer-
Tunded downpayment sssistanse programs, sot the fepes of programs atbninistered by
HEAs

¢ Honsing scloesladpes that the delinguency and defindt saes for Toans with soveromente
provided downpavmeny assistmes are somewhat higher than comparable ves for the
overall FHLA ponfolio. FHA controls for this incrcased sl fo wiiliation of #s TOTAL
seapeoied, which madvpes downpavmont s in s accepteble skl detemnination

*  Howsing acknovledges, for exmnple, that the Early Pasrment Deltadt (EPD) rwtes for FHA
morteai oans with govermaant-sponsorad downpavmrent assistance have been Bgher than
for Joars with oo s assistanes. That being said, EPD rates have beon ot Bisfors lows s
these sears, sueh that the porventage of new FHA downpuyment-msisied borrowers
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with no Early Papment Dolault has consistently been above 99% during this period,
rising 10 seardy 99.5% in FY 2016, This is well within FHA's accepiable risk threshold.
Please soe Attschment O for selevant dats,

vidurly, the mte of
spoasored downpronien
Cretobey 246, sdmitodly Tagher dumhe 4 %
pvitfion foaus in the portfotio. Agan, this 13 within FHA s acceptable risk threshold,
Hlowsdng considers thix in the very pesitive Bght that 94% of sll bovsowers providod Jouns
with dimvnpayment assistance are saecessful in meeting their sngoing mongge
obhgations oy o comtiomtng bests, Ploase see Attachront 13 for selovant data.

Serious Ietioguenoy nite s}%‘t m, totad 7

*  HUDYs eredit wodeling for the FY2017 budpst osbde wleo peodiats that fous with
povernmet dowapevment sssllanee w ;i§ mx: pegatively bnpact the MM Fund. Compared
with the OMB disoount rgte o 12900, ¢ m»:m {ixmxxgmmmﬁ rsistance Joans Bave 2
wredit subsidy rate of 3.60%, and ol mim' ;wm}mk sriginaiions haw arate pf 4414 Ax
{hese greenmoent downpayment ssslstanoe Toans se o soall portion of FHA s poetfolio, the
averall credit subsidy rate for PHA oniplostions remaion a8 L399 fust 0.02% lower than the
rate for onginations withowt govenment-sponsorad dovnpavment o

Concludon

Housiog woppoity the cxsential fnfn of the OIG in prepaeing this doadt audit repert, 1o
cvarre that o goversment-sponionsd dovenpanment Sssistance prograns o openting n s nunper
which is Tolly complant with statute, sepulation, and prograsy seuidanes: are sssisting potestial
homebavers o secwe and sustainthe ohiecive of homeownership: aod ars contributing positively
1 %}w MM Fand. We wre vonsideriag cortain policy updates that will stromgthien éows;mwzx»,m
snce programs, and sur Manspement Decision will wmmfi\‘ &gxpgmﬁ ﬂx §%wxrﬁmma&§iwm
aprthined iy your drall moport. Hlowayer, wy helipve it 8 )
worvetly reprosent the oty aboat and logad requirenents : éﬂm}p&wmm assdsianes
progeasre s Howdng koows thes 1o b and we ofBer these comments o eusure that v D
seport will serve both enr offiees @ offosively ax possibie.

W laok forwand 1o working with the ORE i owr mutual objeative o envre tha
government-sporored dovamnenent sssistance progrens aperite such that they serve our Cilizens
by expanding ter homcbuver credit while ensuring 2 sustained MM Fund going forwand.
Thank v for the spporiunily to comment on vour deall gudit report, W bope these commints e
htptnl ay vou prepare vour fd repont.




stgle fonily PH S tovured mordy

V&

222

ATTACHMENT A
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ATTACHMENT B

cenarion below o

oo the é.m?% andl seport whanples reluted o the ig};;}e;t:i of HFA-

spassored de STl 3 @ bt doamnstrate the sis wdvantape o
horrewens receiving drwnpavinent
Einoie 1
- (‘;Wméi:' Wois Diteios
Home Sale Prics fomount | 8
intmrest Rale
Tarm
ooy ?;ﬁrwﬁ 3
Cash and Equldy sfect of nly over time
Dowrpayment | § R2E00E 1S - el
—tlpl interest il L B 2pATROE 1 R kS
Pl pasd a8 v iy | R 383 R E:d 1%
Total & Yeoar Coctto Borrgwer | § SeR0T 20 L § & {2.M130%
Tt ﬁm‘%a?ﬁ\ S R RN 5%
Teotal 11 Tear Costto Borrower 1 § 88404721 § B 48T S $ 2286
Totwl 1 yeat ety eS8 2% 1A%

Examgele Lexpunds wpon the duta pwovided by the D3 o the second solumn of the example on
e 18 of the sl m%ﬁ egxm Prasad on data in the daadd sdlt exaple, Howsing presimes
e boan amoupt of SLALTHL which, whes added to 2 $5330

§ horae sale prave.

differenve w
A doars with

meé npyrient ay o g "m iia«m with ;,;m ST "'M** sored dosry _uxme& that fevel of
£ e il : is apphicd 1o be consistent with the OIG"s sxample.
Example 1 shows (the effes of fuctonng to the sost of the downpayment, ity provided v the

iw‘m\wg n?u 7 Gx %sv :mﬂwi vty i 33 or et provided by the borrewer (provided |
HE. £ ' v clesrdy that the total cost o
canls pasmmens mude by the borsower at the snd o6y & SLILL30 fess for the lnwrower

ii;s:

s that the bosrswey with dowopest g
hoginete b o as antaged position Ty SEXE en il 132% pavmenty.
stage, the ux.fi’umw i owrer's gty b loss by ¢
vadue o S28O0G0

Sven ,,x‘f this
P, relative To mn venchenged proponts
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g vy

fmificant that the borower with dewnpayvme st ¢ remains in g caxhe

advant B 11 vears of pwnershup, ¢ the averags term of an FHA Siagle
Farnily fom i only & vegs Hwoudd bo versaad For se FHA hombiver sot o have sold hiser
Howne or refinmeed e borne moripage prioy to the L beaad-even polit

R385

Fxample ¥

Sreasno BV DEA

Homes Hale Price Bomare £ % ISLOMTH Y & SECGOR

Lo S0 A
v Bavenbnr | 8 sxaat & R

Cash and Equity effect of payrants over e

Downprewenti % 3 = $ &isoom

Total wlwastpaid § § $ B4 MY 1R % SE2T 18

il 8 $ isaeesy 5 2 ERL 2

Total § Year Costto Bonower ¢ § ¥ S1.eunen § 88277
Totel Grvne ‘ WAl 1R

I Exanphe 2 Housing assessed the most significant sapposed foterest sute dilforence sugpanied
by the drafd sndit roport Gorath ool b oxample on page 13w (] ¥ differonooe—alihonigh
sway oemprirical data on pvorage Iiorest rates this fovel of rale diforence for downpayments
assided fomes would be bighly wased

spde 2 shows that #would not be
§ the Dureower with downpayinent
ss. The diffirence iy ownet’s squity &8

soerarie waudd enfv be 1.7%, based on o unchanged $1 30008 propeny

i wstng e pannetens i the deadt report esnple,
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ATTACHMENTC

EPD Rates -Purchase Only
Covermmaent Citference between
Eondorsemerd | Goverpuvent | OPA but no SowDPA and
Fiscal Year DEa EPD HNo-DPA No-DPFA

2z fagt 9814 BIT% 2.50%
Frasg ] 4 $8.28% % 351%
2014 B2 335 4%
2045 $9.28%, 0315 445
beia 2 SR DI% D31

sorigage ans withoul downpn
EPDI rates bhove boen at historie fooes ta these venrs, such it the peroesisger o new FHA
deevnprrment asdsted borrowers with po Farly Pavment Defanlt hus consistently been

above V9% during this period, rising tenenly 90.5% 0 FY 2016

we, both
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ATTACHMENT D

Serioust Delinquent Rate, FHA Partiolio Status as of Octoher, 2016

B Fuoded :
PGSt b {pregram Overalt
: tervabnted b L
Curreat
: mﬁxy
& day
- day
+ Handeptoy
i I
Feretlonne
Loher
el iikf, THae
e EL e h
8D Rate 451%

el Yeur

Housng evaliuated the hev meastre we use B psess ridh oo the sverall FHA portiblio of 7.8 miltion
teans, the Sertously Delinguent Rate. The Wable shown provides the Bl comploment of delinguency
shtar for all o o the portfolio ax of October 2016, The Serimesdy Delinguent (5000 ele Tovuses
euy Tenws aoross the evitire singde Rty loan portfobio that sre 90 daw delinouent andior
evidencing & bankrogtoy or Torectosure st

B i trase that the SOU rate Bor all singde Benily mottgape oo with govenment-sposered
downprrniet msistanae foues 3 gher than e mortgase fars with no dovwnpayment st
and oy the portfolie oversdl, However, e dats show \iuiﬂs‘f that searly 34% of all borrewers
with pov ermﬁmt«wmwﬁwi durenpaysent assistance do not leve any serjeus delinguoney,
Howsd onficdent Gaa gads ds o Jevel of sk that cnnr be elfectively monitored snd controlied with
sngning gm%m adonistration.
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Cedar Band Corporation Puts Profits to
Work for the Community

For Immediate Release Contact: Doug Elmets
May 6, 2019 (916) 329-9180

Cedar City, UT — In 2013, the Cedar Band of Paiute Indians decided to diversify its economic
efforts by launching a mortgage agency. For the next three years, and without any outside
investment, the Band built CBC Mortgage Agency (CBCMA) into a thriving company that
provides down payment assistance to creditworthy homebuyers.

CBCMA is a federally chartered government entity, and the agency has has helped thousands of
borrowers achieve the dream of homeownership through its Chenoa Fund. More than half of
CBCMAs borrowers are African American, Latino, or other minorities who lack the funds
necessary to meet the down payment threshold to obtain an FHA-insured loan.

Headquartered in Cedar City, Utah, CBCMA and a collection of other businesses owned by the
Band now employ scores of people scattered across 14 states. Often overlooked, however, is how
CBCMA directly benefits the tribal entity that founded and governs it, by serving as a vital
source of employment and reliable revenue generator.

The Cedar Band is one of five constituent bands of the Paiute Indian Tribe of Utah, people
whose roots in Southwestern Utah stretch back thousands of years. Formal recognition of the
Cedar Band and Cedar (Suh’dutsing) People, came on April 3, 1980, with congressional passage
of the Paiute Indian Tribe of Utah Restoration Act.

Today the band occupies a 2,200-acre reservation that stretches from the middle of Cedar City
southward along the Interstate 15 corridor. Its people’s name, Suh’dutsing, which means cedar,
derives from the cedar tree commonly found on the lands long populated by the band.

Through the years, the band’s leaders have used distributions from CBCMA and other band
enterprises to sustain essential government functions, preserve and promote band culture, and
create and expand a wide variety of programs that benefit members.
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Revenues support medical and dental care benefits; anti-drug, tobacco, and alcohol education;
after-school tutoring; elder care programs; scholarships to help with college tuition; grants that
enable tribal members to purchase off-reservation homes; and many other projects.

CBCMA is owned by the Cedar Band Corporation, which was founded by the band in 2002.
From its humble beginnings, the Cedar Band Corporation has blossomed to include a diverse
array of companies, from premier defense and government contracting firms to a successful
convenience store, award-winning wine distributor, and soon-to-open full-service travel plaza.

A summary of some initiatives funded by CBCMA and its sister companies follows:

*  Youth Programs: Seeking to enhance youth development, the Band provides a range of
after-school programs, assisting students through tutoring and the opportunity to
complete homework in a structured and supportive environment. Students who are
struggling to maintain their grades receive special assistance, and all youth have access to
computers and multi-media resources. In addition, students also are provided special
lectures aimed at preventing drug and alcohol use.

= Scholarship Program: The Cedar Band of Paiutes Scholarship is available to enrolled
Band members who are pursuing a higher education. To qualify, recipients must be
enrolled full- or part-time in a university, college, junior college, or technical/trade school
and have a cumulative GPA of 2.25. Scholarships are granted on the basis of academic
achievement and/or financial need.

= Elder Assistance Programs: The Cedar Band cherishes its elder members and considers
them a living thread to its past. To help maintain and preserve cultural values and
traditions, the Band puts a focus on elders and supports them through special activities.
Targeted efforts also are made to improve the quality of life for Band elders and foster
their independence. Specifically, revenues fund supportive services, such as
transportation, as well as a small monthly stipend to each band member over the age of
62.

»  Southern Paiute Language Study and Research: As part of its cultural preservation
efforts, the Band offers members the opportunity to learn the Paiute language in classes
provided twice cach week. In addition to learning to speak Paiute, students can further
their skills and knowledge of Paiute history and traditions by engaging in guided research
and writing projects.

= Cultural Opportunities: The Band’s leaders are dedicated to sustaining and expanding
awareness of important historical and cultural customs. Toward that goal, the Band
periodically funds culturally significant opportunities, such as Spirit runs and hunting
camps where youth can learn to hunt and field dress.

= Cedar Band Building Renovation and Maintenance: One of the most significant
improvement projects undertaken by the Band has been the recent (and ongoing)
renovation of the headquarters building in Cedar City. Work completed in 2018 included
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upgrades to the kitchen, bathrooms, classrooms, CBC’s headquarters. and landscaping.
Remodeling will continue in 2019, when CBC will re-roof the Cedar Band of Paiutes
building. Revenues also finance ongoing building maintenance.

Work Training: A key element of the Band’s ongoing economic development efforts is
providing work opportunities and training to its members, particularly youth. The Work
Training Program is designed to offer hands-on job opportunities, as well as education.
Participants in the Work Training Program provided substantial assistance in the recent
reriovation of the Band’s headquarters. They also perform building maintenance and
landscaping.

New Travel Plaza: Thanks to ongoing revenues, the Band has been able to move ahead
with plans to break ground on a new enterprise that combines a gas station, travel plaza,
and convenience store. The complex, scheduled for completion in January 2020, will
provide additional jobs and income opportunities for members of the Band. Profits from
CBC’s companies allowed the Band to build this travel plaza without taking on long-term
debt.

i
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Chenoa Fund wnt
Chenoa Fund Borrower Faedback
August 13. 2018 at 11:33 AM

{wasn1 able to receive down payment assistance, | would never have been abia 1o buy a house Owning & home means § can plan
for my family's inancial future instiead of Bving payeieck to paycheck My rent went up avery year. but my morigags haa actually gons
down since | bought my house n 2017 1 chase the Chenoa Fund because they not anly offered financial assistance. bt education
and post-purchase support. The onty improvement 1 can think of 13 fo get the woed out! Relatvely few people know down payment
assistance 8 an opbon, and | know thal's what stops most people my age 120} from buying a home
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Chenea Fund
Chenoa Fund Borrowss Feedback
e July 25 2018 al 918 PM

Recieving this assistance didnt just aid me in purthasing a house, | was atie to ing my dream home at the age of 24 FHouse buying 1s
RO PICHIC and My expenience was no exception. The Chenoa Fund helped the proosss go so much smoother than | couldd have ever
dreamed | was abie 10 use money | had saved up to fix my home thanks to Chenoa Owning a home 10 me means Tdont just have a
roof gver my head, { have a sale place 10 come home 10 after taking care of my patients as a nurse after a long 12 hous shift ¢
searched for other funds and lerders but The Chenca Fund were the ones who believed in me and extended their hand with aid 1
most desperately needed. Ther communmcation was phenomnal aven though he process was fong. Thank you for your support when
I needad you the most
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Chenoa Fund oo oo S
Chenea Fund Borrower Foedbagk
| July. A7 2018 al 5119 PM

The Down paymeat asgstance meant the worid 1o my fanly and 1 Without the down payment assistarice we received, my husband
and { would have never besn able 10 buy our fr$t home at 22 vears oid for our soon 10 be famsly of ¢! Owning dur own home 15 50
special because W aliows us to provide a consiatent a loving place for our chidren ta grow up i and cherish. We did nol have any
other dows: payment so this iy made purchasing a home possibie for us We did iook at other down payment programs bul ai the
sther ones were efiher way too hard fo qualily for or had hidden detals that we didn't ike. § think the Chenoa fund is an amazng
program and {wowldnl change a thing?
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Chenog Fund
Chenoa Fund Borrower Feodl,
August 15,2018 at 312 PM

The down payment assistance program was a God send. My cretdit $s0ore was not vary high and my debt io ncome 1alio was high §
fount this prograrm and was eligitle for assistance | never inagined being & hrst Bmg bomeowner a1 47 years 010, 1 was able to ullze
the program . purchase my home. aad move my 83 year ol mother in with me. Thank you 50 mucht
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Chgnoa Fund
Thenoa Fund Borrowsr Feedback
Lo August 14,2018 at B4 AM

We had to move 0 2 farger home to carg for my Mi
home. We planned ko buy in the next couple years
being able to acvomplish that

wh: was disgnosed with lung cancer and could not afford the cosi of g care
1 had te move quickly and the Cown Payment aswistance was viry helphsl wath
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Chenoa Fund
Chenoa Fund Borrower Feedback
August 13,2018 81 824 PM

Thank you Chenca Fund. you were a true blessing Tm so appreciative of the roll you plaved in the assistance of the purchase of my
new home. My family and | wace able to purchase our home thanks to the assistants prowided by the Chenoa Fund Funding was a
harddship for me. I'm he only ket ime income for my tamily Your assistants got e through a stressful Ime. I'm glad theve're
frustworthy crganizations ke yours that are traly oul there o make pur Amgdcan dream come tue {'m sow g home 1 Plagse
remember vou played a 1ol i that My family and § could never express our gratiude Thank you sincerely
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Chenoa Fund
Chenea Fund Borrewer Faadback
August 13 2018 a1 12 32 PM

Withaut the assislance of Chenoa Fund. we wouldn't have had the fult down payment 1 purchase owr very first homs, we weuld
sl be renting. We are 50 Wankhd thal they ware there to help us bacome happy home Dwners! Ther assistance also alowed us o
save the monsay we dd have et aside for other gxpes and any ur along the way Alter closing on et home
they've kept in consisient comtact 1o ansure 1hat we are making our movigage payments on time so that we do not bave 1 pay back
the money they provided It fsels great knowing that they are on your sids and want vou fo be & sucsessiel home ownar
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v
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CBC Mortgage Agoney
R66-563-3507
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Chenoa Fund B
Chenoa Fund Borrower Feadback
August 13 2018 at 11 35 &AM

Helio! We were able fo bacome our dieam of being homeowners g lot faster using your assistances! We are so gratelul that we |

ceived the down payment 2 from you guys because we wers able to buy a home for awr growing family Beng ownersis a
huge blessing lor us as 2 Tamdy We are currently a tamily of 4 but vl be adopling & chit 5000 and become & famity of 87 Having this
fiome bas aliowed us 1 grow our family and be happier than ever We had some down payment but not enough. We were abile fo use
what we had to purchase appheants and neaded iters after we moved i which was a hugs help. We did not ook at other programs.
You guys provide an amazing opporunily 1o lamibies ke us. We are very thankful lor the Bessing we rec i1 Thank you!
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Chenoa Fund
Chenga Fund Borrowet Feedhack
September 12 2018 a1 113 Pl

The assistance of the Chenwa fund made the difference between us having & home or Deing homeless. Rising rents had pushed us
ot of where we were renting, and we ddd not have anough saved for first jast and depost al a new place We were facing soms
tough decisions shead for mysell, my hushand and owr two dogs and cals The Cheaoe tund was presentad 1o us by and we
werd abie 1o use Wior a down-payment We now have & home, and were able 1o stay in the oty close 10 where we work Our dogs
fove the tég yard. and our neighbors have been amagzing H's difficull 10 hink whare we wight have ended up without this assistance
and { am so thankiul o7 the fund This is a We-changing resource that can make all the ditference famiies and keep them ¥om gelling

dispiaced by rising rent costs. Thank yould
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Dear Mr. Whipple,

{ am responding to your letter and your request of feedback concerning the purchase of
our new homa and the assistance that your office provided.

My husband and | purchased our first home end of October 2017, Prior to buying our
home, we were renting a home in We have 3 children; two of whom are
under the age of 3. Our two vear old daughier likes to chew, on everything... including
the window sill in her bedroom. Very quickly we discovered that our sweet girl had lead
poisoning. This prompled us o apply for a home loan and attempt to buy a house. We
hadn’t planned on purchasing a home for another 3 years, and | was just starting o
clean up our finances work lowards saving for a down payment.

Had we not had your assistant with our down payment, we would not have been able fo
purchase our home. My husband and | had no savings at the time. Having two
complicated pregnancies and two children in the last 3 years has tapped us oul. Your
assistance was a very appropriately timed and a very much neaded blessing.

We LOVE our new cozy, cute, litle home and we have grown very quickly fo adore our
. new neighbors. We plan on living in this house for 2 long time and we are so blessed
thanks 1o your agency.

Gratefully yours,
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Chenoa Fund
Chenoa Fund Borrgwer Fegdback
Auiest 13 2018 at 1145 Adt

The Chenos funds | reveived made the wmpossible. possible. Sy daughier wil now have a homea o fish growng up 10, 2 place o
drive by and pont at and say “That is where | grew up’. Maving our own home a place 1o belong 15 incredibly powesful. As a single
mothar vithout the help of another parent, with student debt that greatly excesds the average - being & home owner was a dresm
always st out of reach | work ready haed- | have a full trs and @ part time job, | do what | oan but my student ioan debl and
ciespmsiancas arg brting. | leraby cannot thank you enougn for brnging this giff into our fives Thank you for youwr hetp. Thanik you
for your generssdy and your humandy | hope karma exists and thal i comes back 1o you because § want other people to be able o
i wondedhl addition. this foundagien an which fo stand. When things get diffcuit, when there are hard days. when | am thred
g @ Dit defeated &t the axd of e day. 1 have come home and been able o say "Well today was haed Bl thes place is
BANE " My hitle haven, my ol of good things, and my htle loved ong. kept safe by the home made possibie by you T've never
unserstond 5o kily the meaning of e word "gratefu® So. as small and trivial as the two words tesl comparsd 1o the amound of
grattude §eel - Thank You
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Chenoa Fund
Chenoa Fung Borrawer Faatdback
August 13,2018 8t 125 PM

“What did our assstance mean o you and your famiy in tarms of your abiily do purchase a home. and what owiing a homa means to
you and yow famity With the assistance of Chenoa Fund. { was able 1o purchase my home enthoat having worving about a fall down
payment Owang & home means the workd o me Fhave 3 place b call my own and § no longer have 1o wiry ahout the rest gong up
oF renewing a lease Lhave a ploce thatis now big enough to host my famiy when they visit from out of iowa!

yins had yuur own down-payment. did you use ow Besistance so that you could keep your savings for unexpected expenses with
yous new home? Yes Unexpecied expenses come up a1 he worst times and beng able 1o koep my saving was & mmaznag

~Didd you look at olhee sources of down payment assslance ? I 5. what 'Rad you © choose ow program’ Yes your DIOQTEM WAl 8
Better 14 for mo as & frst tne bome buyer,

“Hos can we improve our pragram tx belter support botewers before and alter the purchase of thew new toms? L would say. contrue
your great seevice 1 is much appreciated
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s Chenoa Fung
Chenoa Fund Borrower Fas
oo July 212018 at 508.PM

edback

treally appreciate the Chenoa fund beoause my wite and mysell wolid not own our home without the down payment assistance we
received Owning our home has belp stabiize our family: praviously we were renling for 18 years and constantly maving o tind more
affordabie housing After deciding that we could no longer affed 1o live in MA we were planning to relocate io 8 more affordable
hausing market. With the encouragemeat and suppon from some amazing irisnds and divine intervention we decided to stay in MA
and atiempt to purchase & hame Then we heard about the Chenoa fund and all our dreams came ue we found a lovely home. were
approved iy a modgage foan and down payment assistance provided by the Chenoa fund and closed on our house Ouf mopthly
morigage including laxes and fees equals the rent we were paying for many years. We love our home and are happy to pay our
morgage each month while we buid equity b home. We extend our deepest gratitude 1o the Tolks at the Chenca fund! We recently

shared our slory with a farnily member and they apphed kv and rereived dowa from the Chenoa fund and recently
maoved e ther new homs
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Chenos Fund e E
Chenca Fund Borrower Feadback
Sul 1 S0IB A 8.01 PY

Without the assistance of the OBC Mortgage my fanily would have hat 1o walt much jonger betore we touid have purchased our
home. We had a 1ot of expenses thal weré invoived m moving oul of state Tat weee not paid for by employers. The assistance with the
down payment aliowed 107 US 10 pay for the move 85 welt a5 keep soms for savings. The program was recommented 10 us. We 6d
0ol 0ok ot any vther sources. We are now happily bving W our droarn home in a dream location We couldnt be happier wih the
service and assistance provided W us
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Chesca Fung . g
i Chenoa Furd Borrowsy Fesdback
July 172018 al 238 PR

The down payment ¢ 1 receved was mon o me and my opporturedy of owning 2 homa. It has given mie the freedom
10 ba my own person and have my Gwn space 1o be creative and refaxad. { had some money saved but not enough for the hull down
payment |looked into seme Other down payment assistance options but after Walking with my landar we both decided that Chenoa
Fund was the best 1t for me. My expenance with the belore and alter process with CBO has left me beheving thers is no need for
ymprovements 1o the program
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Lheaoa Fund .
Thenoa Fund Borrowes Fesdback
duly 17, 2018 015 23 BPM

COwrung & bome means that in refirement } won't 110 worry about whers {am gong o bve. Owning my home anchors me o
something, and keeps me fom mowng over and over Owaing my home commits me 10 2 foundation Mat will ba thers when § retirg
We had the avalability 1o gst more down payment. bt { woukd have been from my 401{k}, Recieving your assistance helps keep
more of that mine, and keeps me from having o pay more ot § back

Yo the question regarding why Ghenoa Fund, this was our lender's pick. We wers new al the homa buying experience. and TR
<tk e s through the process when R ou lending agent. explained the Chenos Fund, we kked the thought afol as we
planned io stay in the home for a fong time_and my paying habits work with tha 3 year no lale payment mentality. Alter moving in the
dwecton of getting 1he funds 1o buy the home. he unforunalely disclosed that it was anly avallabla for BHA Loans and not
Conventional, snd ihus caused us fo have a highes interest rate and maorigage msurance. We had to think about that, and even in ihs
next 2 12 years we will have to weigh ro's and con's of reh inlo a conventional loaa and paying your assistance back ($5000) but
reduce my inlerest 1ate and Morigage insurance

With that said. that lsads me into what could be befter with the Cnenca Fund. i would be nice 1o be able to ulifize youy assistance
conventional iozas as well For a new home-owner gvery expense is one step closer i being 1o much. and he 5tts bt you save n a
conventionatloan can mean the difference on success
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am Ghenoa Fund
ubjirct Chenoa Fund Bossowsr Fesdback
Oate July 18 28 a1 987 Al

{just wanted 10 take & minute and wiile 1o lef you know how much the Chenoa Fund helped me. # § would not have had this assistant 1
wouid not be fving i my home Down payments ars hard something 10 Come up with aspecially when you are already in a bind and
not making much mongy The fund hefped me not enly move Mo my home, bt heiped me bulld my dream house jor me and my
lite one and actually give me an opporiunity to fve in a nice area. tdid not have another source of assistant lrorm anyone eise #t was
fiol 2 opton when { was purchasing my home 1am sa grateiul for this and | know that they will only belp other ke me in the fulure
and continue to do greal things for 2 ot of paople around the world
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Chenos Fund oncra i
Chenca Fund Borrower Feedback
s August 13 2048 ot 137 PR

Berause of the down payrent assistance we were able to swn a home alter being renters for 17 vears i the sams apariment
compigx. Cwning our own home was a goal we didn't think we cou'd ever manage with rising rent and a chilg who was just about to
start college The downs payment assstance made it pusstbie for us 1o reach both goals- homeownership and sending cur child off to
pursve higher educaton We were tucky that o tender knew about the Chenoa fund as we didn't gually for first fime homebuyer
programs due 1o income {but this was our first home purchasa)
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Chenos Fund
i Chenoa Fund Borrowsr Feedback
Dot July 30 2018 al 954 P

Down payment assisiance afforded me through the Chenoa Fund meant that | cou'd purchase a home aght away insiead of having to
resign a naw lease lor an overpriced, poorly maintaned rental, that was In an undesirable section of town, i hopes that L would be
able to save up ensugh money for a down payment before having to sxtend the lease yet again.

Wy family oves tur new home  The neighborhood is beauliful, safer. and has many comwiences ciose by We fesl blessed to call this
house, home
fworked a tol of overtime to save for an adequate down payment but | a'so had to purchase new lurpishings as the previous place
had a termte infestation. so b also had io save for that expense as wel | worked so much that | did ngt qualify for other income based
assistanse, but Chenoa came through for me and my family and | am grateful. §ioved the simplicity of the approval process. Mayba
Ghenoa can provide proven referrat infonmation for mainienance conlraciins to assist new homegwners with propects that come up
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¥ Chenoa Fund ¢ il
Chenoa Fund Borrawer Faedback
Auoyst 13, 2018 8l 1.14.5M

Thank you s much for sl of your help. The Chenoa Funds mads what appeared 1o be an impossibie dream and closing possible. My
daughter and | are anying ow new homa and ara 5o very thaokiul for sach day that we get (o come hack to ¢ The Chenos Funds
&re & greal asset fo the communtly and o people ike me that hevg 8 d(aam o own their own home
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866-563.3507

Please provide your response below:
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« Chenos Funtd oo e oihn s
Chanoa Fund Borrower Feedback
August 13,2018 af 12:55 PM

With the assistance of your program we were able 1o purchase our dream home and stilf have money leh to paini the walls fwhich
were hideous; and other items that we neaded to get started in our new lotation. When we moved 1o Utah buying & home was a huge
0Ty, as we have the best dog in the world and twe small children. and we wanted to make sure thal they ali had a sale place 1o
play and enjoy the outdoors. Withou! the assistance your program provided we would not have heen able 1o purchase a home with as
much yard space as we did. We spend maost of our ime at home outside. so thas has been amazing for ust The process of applying for
your pragram was eflortiess, ant we sncountered no abstacies of undue stress Thank you so much for all you have don for ouwr
famiy!
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Chenos Fund 3 .
Chenoa Fund Borrower Feedback
uly 232018 al 745 PM

The Chenoa Fund saved my husband and me!

We began the build ou our first home in Seplember of {ast year. we pul $3.000 down evers o begin the build. We had already had our
FriA Bl ousing Approval 80 we werent worried And it made the news we were expacting our frst child that following monihy that
much sweeter It made us happy 1o kaow we sould provide a foravers hame for lim

The building process progressed moely We saved up a coupls grand 1o cover the closing costs we keew we nested. and went on lo
pick the pamt_ the carget. the whele 8 vards

Cue the end of January. our hame i nearing comgletion and we are finalizing &1 the numbers on our foan Well an the final eredit pul
and fess than & weesk before we were scheduled to close. there was an gror on my gredit An oid school had misteporied on my Sredit
and dropped my scom from 735 1o 860 The was devastatng and | spent thal whole day in tears over this We bad lost the Il
Hougiag. and could ne tonger atiord our home.

At 5 months pregnant and mare then a Mte distraugii { explained the sifualion 1o my hushiano and we held our breath a8 our Lender
searched for a e s

Alender caed me the foflowing marning and toid me about the Chenoa Fund 1t was a miracie We hiled all the paperwork. pul every
penny we had inlo closing costs and were able o s:gn on our home on fme

We moved in February ang welcomed our son-m Jung
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Statement of
The Leadership Conference on Civil and Human Rights
and
Americans for Financial Reform

Hearing on
“A Review of the State of and Barriers to Minority Homeownership”

Subcemmittee on Housing, Community Development, and Insurance
House Committee on Financial Services

May 8, 2019

Chairman Clay, Ranking Member Duffy, and members of the Subcommittee: thank you for holding this
very important hearing today on the state of minority homeownership and for examining policies aimed at
addressing our nation’s troubling racial gap in homeownership. The Leadership Conference on Civil and
Human Rights and Americans for Financial Reform are pleased to submit this statement for the record of
today’s hearing.

The Leadership Conference on Civil and Human Rights is a coalition of more than 200 national civil and
human rights organizations dedicated to building an America as good as its ideals. Founded in 1950 by
Arnold Aronson, A. Philip Randolph, and Roy Wilkins, The Leadership Conference seeks to further the
goal of equality under law through legislative advocacy and public education.

Americans for Financial Reform is a nonpartisan and nonprofit coalition of more than 200 civil rights,
consumer, labor, business, investor, faith-based, and civic and community groups. Formed in the wake of
the 2008 financial crisis, Americans for Financial Reform is working to lay the foundation for a strong,
stable, and ethical financial system - one that serves the economy and the nation as a whole.

We are grateful not just for today’s hearing, but for what can only be described as a flurry of hearings in
the past several weeks that have examined policies and practices affecting the financial health of
communities of color. In the past month, the Committee on Financial Services has also looked at issues
surrounding the Fair Housing Act, the Community Reinvestment Act, the role of big banks in our
economy, public housing, payday and small-dollar lending, diversity and inclusion in the financial
services industry, and racial and ethnic disparities in auto finance and insurance — all of which have
important ramifications for the communities we represent. The pace has undoubtedly been challenging,
but we commend the members of this committee and its tireless staff for their hard work and their
willingness to engage in serious discussions about how our nation should regulate the financial services
industry moving forward. This is precisely what oversight should look like.

Lost Ground: The Current State of Minority Homeownership and How We Got There
Upon signing the Fair Housing Act of 1968, President Lyndon Baines Johnson observed that the bill

“proclaims that fair housing for all — all human beings who live in this country - is now a part of the
American way of life.” Along with several other major civil rights laws enacted in the following years —
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most notably the Equal Credit Opportunity Act, the Home Mortgage Disclosure Act, and the Community
Reinvestment Act — the enactment of the Fair Housing Act represented a significant turning point in our
nation’s history, and a promise to do better in fighting discrimination and its effects than we had done in
the past. These laws have undoubtedly been helpful in fighting the most overt and intentional forms of
discrimination in housing and home lending that had plagued our nation for decades before their
enactment, from government-sanctioned “redlining” maps to individual-level refusals to sell or rent
housing to people of color.

Yet fifty-one years after the enactment of the Fair Housing Act, the racial gap in homeownership — and
the racial wealth gap, in part due to the role that homeownership can play in building and maintaining
wealth — remains staggering. As the FSC Majority Staff Memorandum for today’s hearing correctly
points out, the homeownership rate for African Americans now stands at approximately the same low
level that existed before the passage of the Fair Housing Act. While homeownership rates for non-white
Hispanic households have recovered slightly in recent years, they continue to lag far behind white
households, and people of color have lost significantly more wealth in the wake of the financial crisis than
their white counterparts.

Many of the causes of this ongoing racial gap in homeownership and in wealth — including lasting
disparities in employment, education, environmental regulation, health care, transportation, the justice
system, restrictionist immyigration policies, and others — lie outside of this committee’s reach. But it is
clear that widespread abusive practices, along with the gross negligence of Congress and financial
regulators in the years before the 2008 financial crisis, and the often-inadequate policy responses over the
following decade, have played a significant role in leading communities of color to the situation in which
they find themselves today.

The factors that led to the 2008 financial crisis and the millions of foreclosures that occurred in its wake
have been the subject of a great deal of analysis, subsequent policymaking, and, sadly, a significant
amount of misunderstanding and outright misrepresentation. The Leadership Conference and many of its
member organizations, however, speak with a great deal of direct experience on the matter. For years
before the mortgage system collapsed, we spoke out against a range of home lending practices that could
only be characterized as “reverse redlining.” Using the limited Home Mortgage Disclosure Act data that
we had available at the time, we showed that borrowers of color were being steered into predatory,
unsustainable loans at much higher rates than white borrowers. The terms of these loans were
unconscionable: prepayment penalties that stripped borrowers of wealth if they tried to refinance; yield-
spread premiums that incentivized mortgage brokers to “steer” borrowers into more expensive mortgages
than their credit records qualified them for; 2/28 and 3/27 subprime loans that appeared affordable at first
but that led to unsustainable monthly payments after several years; and reckless underwriting practices
that deliberately ignored borrowers” incomes or their ability to repay. And we predicted that millions of
foreclosures were foreseeable and that the results would be catastrophic. Some Members of Congress
such as former Chairman Barney Frank (D-MA) and former Reps. Brad Miller (D-NC) and Mel Watt (D-
NC) worked with us on legislation to curtail abusive practices and impose a common-sense “ability to
repay” requirement on home loans. But our efforts were rebuffed at nearly every step.

While we and our member organizations were successful - as part of a coalition of organizations that
came to be known as Americans for Financial Reform — in pushing Congress to enact stronger regulations
two years after the financial crisis, we were less successful in securing policies to reduce the impact of the
millions of mortgage defaults that followed. We called for — and the House passed - legislation that
would have allowed homeowners who were “underwater” to avoid foreclosure by using the bankruptcy
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process to force reductions in their mortgage principal and their monthly payments. But that legislation
was fiercely opposed by the same industry that had just been bailed out itself, and it died in the Senate.
Likewise, former FDIC Chairman Sheila Bair tried to get banks to implement strong mortgage
modifications, but she was also rebuffed. Meanwhile, mortgage servicers insisted they could contain the
crisis and keep borrowers in their homes, yet shoddy servicing practices failed to keep up with the tide ~
and foreclosed homes in many communities went neglected in communities of color, spreading the
contagion by depressing neighboring home values, while foreclosed homes in wealthier communities
received better care. And as foreclosures continued, pools of defaulted mortgages were often sold off to
investors who emphasized rental housing returns over neighborhood stabilization. While the CFPB issued
rules to improve loan servicing, they were too little, too late to help most struggling homeowners.

To add insult to injury, the causes of the foreclosure crisis have long been the subject of false and
dangerous narratives that still threaten to undermine additional reforms. The Community Reinvestment
Act was scapegoated, even though most abusive subprime lending was being done by lending companies
that were not subject to the law. And the GSE affordable housing goals were also blamed, even though
losses at Freddie Mac and Fannie Mae were caused more by “no-income, no-asset” loans to wealthier
borrowers that couldn’t have qualified for the goals, as they deliberately ignored whether borrowers met
the low-income requirements set by the goals.! Because laws such as the Community Reinvestment Act
and policies such as affordable housing goals are instrumental to rebuilding homeownership in
communities of color, it is important that the Committee keep working to dispel the myths around their
role in the financial crisis.

There have been many shameful consequences of the financial crisis. It is shameful that in the wake of the
rampant fraud that caused a financial crisis that nearly brought our economy to its knees, virtually nobody
was prosecuted. It is also shameful that many participants in the financial services industry were bailed
out — with bonuses intact — only to turn around and resist stronger foreclosure prevention efforts because
it would have raised issues of “moral hazard.” But given the promise of the Fair Housing Act and other
key fair housing and lending laws, and the history they were meant to address, the erosion of
homeownership among minority communities stands out as perhaps the most shameful consequence of
all. We must do better.

Regaining Lost Ground: Policies Aimed at Rebuilding Minority Homeownership

The lessons learned from the housing crisis — or in some cases, the lessons that should have been learned
—must be kept in mind if we are to succeed in efforts to promote sustainable levels of homeownership
among comununities of color. With that, we would like to offer up some views on a number of policies —
by no means comprehensive — that we believe are relevant to the discussion moving forward.

Incremental but Important Improvements

The Committee has flagged four bills in particular for consideration in today’s hearing. We welcome the
introduction of these bills. While we strongly favor more comprehensive efforts aimed at rebuilding
minority homeownership, we also recognize the value of thoughtful, targeted measures that can make a
difference even as broader efforts are under development.

! See, e.g., Susan Wharton Gates, Days of Slaughter: Inside the Fall of Freddie Mac and Why it Could Happen
Again, Johns Hopkins University Press (April 2, 2017).
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First, Rep. Rashida Tlaib (D-MI) has circulated draft legislation providing important federal protections
for purchasers of land installment contracts, also known as rent-to-own housing contracts. Such
arrangements have a troubled history of being sold on abusive terms and of being peddled to people of
color in the decades prior to the enactment of the Fair Housing Act, and there is evidence that they are on
the rise again. Rep. Tlaib’s bill would help ensure that purchasers of these contracts are not saddled with
dilapidated housing and stuck with repair costs, and it would require judicial proceedings to protect a
purchaser in the event of default. We applaud Rep. Tlaib for bringing attention to this important issue, and
we look forward to working with her to ensure adequate protections.

Second, Rep. Dean Phillips (D-MN) has circulated the “Making FHA More Affordable Act,” draft
legislation to eliminate the FHA life-of-loan insurance premium, putting FHA in line with private
mortgage insurers and with prior FHA policy. FHA s current policy since 2013 has driven up costs for
FHA borrowers, disproportionately affecting minority homeowners in the process. We and a number of
our member organizations have called for repealing the life-of-loan premium, and we would support
legislation to that end if FHA will not take such a step itself.

Third is the Housing Financial Literacy Act (H.R. 2162), introduced by Reps. Joyce Beatty (D-OH) and
Steve Stivers (R-OH). It would call for a 25 basis point discount in FHA mortgage insurance premiums
for first-time homebuyers who complete a HUD-approved financial literacy counseling program. With the
caveat that financial literacy counseling is no substitute for vigorous consumer and antidiscrimination
protections, including a careful assessment of a borrower’s ability to repay a loan, such counseling
certainly has value in promoting sustainable homeownership and it makes sense to provide clear
incentives for borrowers to engage in it. We are pleased that this measure has been introduced on a
bipartisan basis, and we look forward to further discussion of it.

And finally, Rep. Juan Vargas (D-CA) has circulated draft legislation to clarify that recipients of Deferred
Action for Childhood Arrivals (DACA) status are eligible for mortgages backed by FHA, USDA, Fannie
Mae, and Freddie Mac. The Leadership Conference strongly supports H.R. 6, the American Dream and
Promise Act, to provide permanent legal status and a path to citizenship for Dreamers as well as
TPS/DED recipients. The bill currently has 228 cosponsors (including Rep. Vargas), more than enough to
secure passage in the House. We believe it must and eventually will be enacted. That said, it is unclear
whether the Senate leadership will allow a vote on H.R. 6 in this Congress and whether President Trump
would sign it, in the absence of other far more controversial immigration law changes. But in the
meantime, Dreamers should be given as much stability in their lives as possible, including in this case the
chance to become homeowners. While legislation to make that clear should be unnecessary — Fannie Mae,
to its credit, has stated it supports lending to DACA recipients ~ we would support it.

The question of what to do with mortgage giants Fannie Mae and Freddie Mac has often been referred to
as the last “unfinished business” of the financial crisis. Since 2008, Fannie and Freddie have remained
under conservatorship, where they are subject to heightened regulation, and under an arrangement in
which virtually all of their profits are paid to the Treasury. Some members of Congress and housing
policy trade groups have even argued that they should remain in this arrangement until Congress enacts
GSE reform.

The Leadership Conference has long taken the view that any company engaged in mortgage finance that
benefits from special protections or guarantees provided by the federal government — whether implicit or
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explicit — has a heightened duty to ensure that all communities are being adequately and responsibly
served by that company. Under the current system, this duty manifests itself in several ways. First, Fannie
and Freddie are required to meet affordable housing goals, in which certain percentages of the loans they
purchase must be to low-income borrowers and communities. Second, as a result of a major reform
enacted in 2008, Fannie and Freddie have a “duty to serve” underserved markets, specifically, rural
housing, manufactured housing, and affordable housing preservation. Third, the same 2008 law requires
Fannie and Freddie to contribute a small portion of their proceeds to a “Housing Trust Fund” and a
“Capital Magnet Fund,” which provide funds for very low-income housing and community development
financial institutions, respectively.

These access and affordability policies have long been subjected to false attacks. This is particularly true
of the affordable housing goals, which, as discussed above, have been scapegoated for causing the 2008
mortgage crisis. And in several efforts in recent years to enact GSE reform legislation, some parties have
been all too willing to trade them away in an effort to secure a bipartisan consensus.

All too often, lost in the discussions over GSE reform is the fact that significant reforms have already
taken place, as a result of the Homeownership and Economic Recovery Act of 2008 as well as the Dodd-
Frank Wall Street Reform and Consumer Protection Act of 2010. Congress should be mindful of these
reforms and how they have changed the GSE system. That is, Congress should aim any reforms at the
system we have today, not the system we had before 2008. While The Leadership Conference remains
open to exploring further GSE reform legislation, it is essential that no harm be done to existing access
and affordability policies. Instead, these policies should be strengthened. In addition, any new system
must ensure strong and transparent oversight of fair lending and antidiscrimination laws. And it must
ensure equal access to community banks, credit unions, and other smaller lending institutions that are
instrumental in reaching underserved communities.

Another issue partly related to the GSEs and housing finance, because the Federal Housing Finance
Agency (FHFA) is currently reviewing comments to a proposed rulemaking on the subject, is the need for
improvements in credit score models. In theory, credit scoring systems are meant to determine the level of
risk in a loan based on an individual’s past management and repayment of debt. Yet the prevalent model
is badly outdated, and includes factors that are not an accurate gauge of creditworthiness while excluding
others. Extensive research has shown that the current credit scoring system has disproportionately shut
out people of color from mainstream finance and pushed them into alternative, more expensive and risky
forms of credit. This is true in the area of housing finance, as well as many other areas — as the committee
explored last week in the use of credit scoring for automotive insurance.

While Fannic Mae and Freddie Mac rely heavily on their own proprietary systems for determining credit
risk, systems that are as opaque as credit scores, outdated FICO scores are used as a minimum
qualification for loans entering into their underwriting systems and they are used in applying risk-based
pricing. In order to give communities of color a better chance of obtaining mortgage loans on fair terms,
we need improved systems that score larger numbers of consumers and that are as accurate and inclusive
as possible. We intend to continue calling upon FHFA to modernize the scoring system used by the GSEs,
and we would urge the Committee to do the same.
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‘We also support Chairwoman Waters” “Comprehensive Consumer Credit Reporting Reform Act,” which
would enhance consumers’ credit reporting rights, create more transparency over the credit reporting and
scoring process, and increase the accountability of those who develop credit scoring models.

ising and Economic Mobility Act

As stated earlier, we believe that comprehensive reform of our housing and mortgage lending system is
ultimately necessary to address the troubling racial and ethnic disparities in homeownership. Rep. Cedric
Richmond (D-LA) and Sen. Elizabeth Warren (D-MA) have introduced legislation that we believe
represents a very helpful contribution to this effort. The American Housing and Economic Mobility Act
proposes to take on a number of factors that have contributed to the situation in which we find ourselves
today, including low affordable housing supply, restrictive local land use regulations, little savings among
communities of color affected by past and continuing discrimination, underwater mortgages, the pipeline
of sales of foreclosed or distressed homes to private equity firms, outdated provisions of the Community
Reinvestment Act, and forms of housing discrimination not explicitly covered by existing
antidiscrimination law.

We support this bill because we hope it will help elevate the importance of affordable housing supply,
past and present patterns of housing discrimination, mortgage servicing factors, and other issues at a
national level and spark continuing discussion and action on the best solutions. At the same time, we are
open to additional ideas and refinements — for example, the downpayment assistance program could be
expanded to assist not only families affected by redlining but by “reverse redlining” as well — and we
would be pleased to engage in further discussions around it and other comprehensive approaches.

Enforcement of the Fair Housing Act

Because the subcommittee held a hearing in April on this subject, in which the National Fair Housing
Alliance — one of the co-chairs of The Leadership Conference’s housing and lending task force —
delivered extensive testimony, we will not go into great detail here. But we would say — as The
Leadership Conference said in Congressional testimony in 2007, well before the mortgage crisis exploded
into the front pages of newspapers ~ that the failure of regulatory agencies to ensure that the institutions
under their watch fully met their obligations under the Fair Housing Act and Community Reinvestment
Act is a key reason why we are here today. If federally regulated institutions were meeting their fair
lending and CRA requirements and making affordable, sustainable, prime loans to deserving borrowers,
we would not have seen such an explosive growth in abusive subprime lending. The hard truth is that
African-Americans, Latinos and female householders disproportionately received unsustainable high cost
subprime loans. Federally regulated lenders, who routinely have denial rates for African-American and
Latino loan applicants that are at least double the rate for Caucasian loan applicants, were not lending as
they should have to African-American, Latino and female borrowers. This gap in fair lending opened the
door for the unregulated lending market to come in and take advantage of these borrowers.

While the last administration took a number of steps to improve policies under the Fair Housing Act, we
share NFHA’s alarm that the current administration is undertaking efforts to roll back that progress. In
particular, we are greatly troubled that HUD has suspended the “affirmatively furthering fair housing™
rule, and has been working on language to drastically undermine its “disparate impact” rule — a change
that would not only decimate Fair Housing Act enforcement but set a dangerous precedent for the
enforcement of other civil rights protections as well. If HUD proceeds with these changes, we intend to
mobilize the full weight of our coalition in response.
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Community Reinvestment Act

The Subcommittee on Consumer Protection and Financial Institutions held a hearing last month on this
important — and often misunderstood - civil rights law that was instrumental in addressing redlining
practices. We share the views and concerns voiced by Jesse Van Tol of the National Community
Reinvestment Coalition,” also a Leadership Conference member organization, including with respect to
the troubling changes proposed by the Office of the Comptroller of the Currency.

Home Mortgage Disclosure Act

One of the major contributors to the financial crisis was the lack of comprehensive, actionable data on
what kinds of loans were being made, on what kinds of terms, and to whom. Dodd-Frank called for
significant improvements under the Home Mortgage Disclosure Act. But between the enactment of the
Economic Growth, Regulatory Relief and Consumer Protection Act (S.2155) last year and the recent
anpnouncement by the CFPB that it will revisit HMDA rules, we are deeply concerned about a retreat from
the important reforms that have been made to this area.

Qpportunity Zones

While the creation of the Opportunity Zones program, under the Tax Cuts and Jobs Act of 2017, raises
many issues that go well beyond this committee’s jurisdiction, it also raises interesting opportunities and
troubling risks with respect to affordable housing. In December, under the umbrella of the Asset Building
Policy Network, we voiced some preliminary concerns about the potential for Opportunity Zones —
depending on how regulations are developed moving forward — to place additional displacement risks on
low-income renters and homeowners. We urged the IRS to ensure that investments under the law do no
harm to existing residents, that “abuse” is clearly defined in a way that prevents the loss of affordable
housing, and that there are clear metrics for measuring affordable housing units that are created or
preserved. Because there are no requirements that local residents benefit from the Opportunity Zone
investments and an overly broad definition of low-income community, we are concerned that Opportunity
Zones program could divert investment from truly disadvantaged communities and increase displacement.
At a minimum, the Opportunity Zones program will require strong oversight from this and other
committees to prevent this program from doing more harm than good. We would be pleased to work with
you further in monitoring developments and progress.

Thank you for the opportunity to add some additional views of The Leadership Conference on Civil and
Human Rights and Americans for Financial Reform to the record of today’s hearing.

* The Community Reinvestment Act: Assessing the Law’s Impact on Discrimination and Redlining: Hearing before
the Consumer Protection and Financial Institutions Subcommittee, House, 116th Cong. (2019) (testimony of Jesse
Van Tol).



276

STATEMENT OF THE NATIONAL COMMUNITY REINVESTMENT COALITION

U.5. HOUSE COMMITTEE ON FINANCIAL SERVICES
SUBCOMMITTEE ON HOUSING, COMMUNITY DEVELOPMENT AND INSURANCE

A REVIEW OF THE STATE OF AND BARRIERS TO MINORITY HOMEOWNERSHIP

MAY 8, 2019

Chairman Clay, Ranking member Duffy and members of the Subcommittee on Housing,
Community Development and Insurance:

The National Community Reinvestment Coalition (NCRC) commends you for holding this
review on the state of and barriers to minority homeownership and we are pleased to submit
this statement for the record of today’s hearing.

NCRC and its more than 600 grassroots members include community reinvestment
organizations; community development corporations; local and state government agencies;
faith-bhased institutions; community organizing and civil rights groups; minority and
women-owned business associations, as well as local and social service providers from across
the nation. We work with community leaders, policymakers and financial institutions to
champion fairness and fight discrimination in banking, housing and business. iIn brief, NCRC
member organizations create opportunities for people to build wealith.

We at NCRC recognize that both growing economic inequality and the ongoing racial
wealth divide derive from and are perpetuated by regressive public policies. Public policy
advancing homeownership and affordable housing to low-wealth Americans are fundamental
to maintaining and advancing our country’s middle-class economy. Recently, NCRC has taken
two steps to advance our work in addressing affordable housing and asset building. We helped
form the Affordable Homeownership Coalition with industry stakeholders that include a wide
array of organizations — community and civil rights advocacy groups, lenders, home builders,

real estate professionals and trade associations. The Coalition is building a broad consensus
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around a set of national, state and local laws, policies and business practices that enable more
families to access affordable homeownership. We are also working throughout all of our
departments o strengthen our racial-wealth-divide analysis so our policies and programs can
hetter address the growing challenge of racialized-asset poverty. As part of this effort, we have
hired Dedrick Asante-Muhammad, a known and long-time national expert on racial economic

inequality, as our new Chief of Equity and Inclusion.

L Minority Homeownership and Wealth-Building

We at NCRC recognize that no investment is more significant to building wealth for
low-wealth Americans than owning a home.

For proof, fook no further than the latest edition of the Federal Reserve’s Survey of
Consumer Finances which reported that the median net worth of a homeowner was $231,400
in 2016, a 15% increase since its previous survey in 2013. Meanwhile, the median net worth of
renters decreased by 5% to just $5,200.}

White households already held a significant wealth advantage over minorities, reflected
in the huge historic gap in homeownership rates among races. According to the Federal
Reserve Board, the net worth of a typical Black family was $17,409 in 2016 compared to
$171,000 for a typical White family, a roughly 10-fold difference.?

* “Changes in U.S, Family Finances from 2013 to 2016: Evidence from the Survey of Consumer Finances,” Federal
Reserve Bulletin, Sept. 2017, vol. 103, number 3, p. 13

* Recent Trends in Wealth-Holding by Race and Ethnicity: Evidence from the Survey of Consumer Finances,
FedNote, Sept. 27, 2017, in 2016, White families had the highest level of both median and mean family wealth:
$171,000 and $933,700, respectively. Black and Hispanic families have considerably less wealth than White
families. Black families' median and mean net worth is less than 15 percent that of White families, at $17,600 and
$138,200, respectively. Hispanic families’ median and mean net worth was $20,700 and $191,200, respectively.
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Table 1. Household financial profile by race/ethnicity, 2016 survey
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in important research, Demos and the Institute on Assets and Social Policy (IASP)
projected the impact that equal homeownership and home appreciation would have on closing

the racial wealth divide for African Americans and Latinos.® It noted that parity in

% “The Racial Wealth Gap: Why Policy Matters” Demaos and IASP, 2015,
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homeownership for Blacks and Hispanics would increase and help close the racial wealth divide
by about $30,000 and that equalizing returns in homeownership would increase Black wealth
by another $17,000 and Hispanic wealth another $42,000. Expanding homeownership levels
and increasing returns of homeownership for Blacks and Hispanics promises to increase weaith
levels many times aver.

Rates of homeownership for all races began to climb in 1994 and continued through the
mid-2000s. Homeownership rates for Whites and Blacks peaked in 2004 when 76% and 49.1%
were homeowners, respectively, a 26.9 percentage-point gap. Hispanic homeowners were one
point behind Black hameowners in 2004 but passed them the next year and have continued to
widen the gap.*

The Great Recession hit many homeowners hard but Blacks and Hispanics far worse.
Those barrowers were more likely to have held subprime and predatory loans, suffered from
foreclosure and lived in neighborhoods ravaged by vacant and abandoned homes, all of which
wreaked havoc on nascent, wealth-building efforts.

Here we are, just a few months away from the longest peacetime economic expansion
in our nation’s history and Black and Hispanic families still have yet to see the majority of their
populations become homeowners. Hispanic homeownership is only at 46.5% - below its
pre-recession level of 48.5% in 2007- and African Americans have a homeownership rate of
41.1%, the lowest since the passage of the Fair Housing Act in 1968. The gap between White

and Black homeownership has soared to 32.1 percentage points.”

i, The Barriers: The legacy of redlining and modern-day cases

In a 2018 report, NCRC researchers found that economic and racial segregation created
by “redlining” persists in many cities.® While overt redlining is illegal today, its enduring effect

is still evident in the structure of U.S. cities. Part of the evidence of this enduring structure can

*U.S. Census Bureau, “Housing Vacancies and Homeownership” surveys

* U.S. Census Bureau, “Quarterly Residential Vacancies and Homeownership” survey for First Quarter 2019, April
25, 2019, NCRC has also found that the gap in Black and White homeownership has averaged 25 percent for 119
years. The gap has never been smaller than 22 percent and now stands at its largest at 32 percent,

° HOLC “REDLINING” MAPS: The persistent structure of segregation and economic ineguality, NCRC, March 20,
2018.
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be seen in the Home Owners’ Loan Corporation {HOLC) maps created 80 years ago, and the
economic and racial/ethnic composition of neighborhoods today. The maps were created by
the HOLC as part of its City Survey Program in the late 1930s. Neighborhoods considered high
risk or “Hazardous” were often “redlined” by lending institutions, denying them access to
capital investment which could improve the housing and economic opportunity of residents.

NCRC took these maps and compared the grading from 80 years ago with more current
economic and demographic status of neighborhoods as low-to-moderate income (L),
middle-to-upper income {MUI}, or majority-minority. To a startling degree, the results reveal a
persistent pattern of both economic and racial residential exclusion. They provide evidence that
the segregated and exclusionary structures of the past still exist in many U.S. cities. Descriptive
analysis indicated a high degree of correspondence between HOLC high-risk grading of 80 years
ago and a persistent pattern of economic inequality and segregation today. A regional analysis
showed that the South and West had the highest correspondence for HOLC high-risk grades and
majority-minarity neighborhood presence, while the South and Midwest had the most
persistent economic inequality.

Redlining is not just a matter of is history. In recent years, the CFPB, HUD, and DO! have
settled several multi-million dollar redlining cases.” And, this commitiee recently heard
testimony from Aaron Glantz who documented redlining against Black and minority
communities in 61 citles as part of his Reveal reporting for the Center for Investigative

Reporting.

A Breaking down redlining and credit access barriers....erecting new ones?

Legislation pending before the Committee make important strides forward by removing
some cost barriers in the FHA programs {e.g. The Making FHA More Affordable Act of 2019},
establishing basic requirements around land instaliment contracts and clarifying rules for
mortgagors that are DACA recipients {e.g. The Homeownership for Dreamers Act). in addition

o acting on new legislative proposals to address existing or longstanding barriers to minority

7 BancorpSouth entered a $10.6 million consent order with the CFPB and the DOJ in 2016; Hudson City
Savings Bank settled for $27 million in 2015; DOJ entered a $9 million settlement with Union Savings Bank
and Guardian Savings Bank in 2016; DO entered a settlement with Eagle Bank and Trust in 2015 tonamea
few.
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homeownership, the Committee’s oversight and input will be critical as today’s regulators
reshape interpretations of current laws in ways that can either mitigate barriers or create new
ones.

1. Regudatory rewrite of the Community Reinvestment Act (CRA)

As you know, the bank regulators are considering transformational changes to the
regulatory framework for the Community Reinvestment Act {(CRA] - a remedial statute and a
potent Congressional response to redlining. Proposed changes could impact the extent to
which the law facilitates homeownership for fow- and moderate-income borrowers and
communities. How will single-family lending count in a reconfigured CRA exam? Will the CRA
exams’ fair-lending reviews be further weakened or strengthened? Will regulators provide CRA
examiners better guidance on bank lending that facilitates gentrification or displacement in
minority and LMI communities?

Today, CRA examinations cover about 30% of all mortgages. Will regulators define bank
assessment areas under CRA in ways that examine more of a bank’s lending - a step that
would mitigate CRA grade inflation and help address some barriers to homeownership?

Among other provisions designed to remedy historic redlining, H.R. 1737, the American Housing
and Economic Mohility Act, would update and expand CRA examinations to more lending and

more lenders,

2. Proposed changes to HMDA

The CFPB is currently considering a proposal that could exempt more than half of the
nation’s banks from having to report basic information about their mortgage lending and could
also require fewer independent mortgage companies and other nonbanks to report Home
Mortgage Disclosure Act {HMDA) data than before the crisis. The agency could also trim
enhanced data added to HMDA repaorting by the Dodd-Frank Act and the CFPB’s 2015 rule
implementing the law. Both basic HMDA data and enhanced HMDA data not only help
regulators and other stakeholders better understand the barriers to homeownership and

discriminatory lending patterns, but also helps public officials who use the information to
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develop and allocate housing and community development investments and to respond to

market failures.

3. Housing finance reform on the horizon

The Presidential Memoranda on Housing Finance Reform issued broad directives to nine
federal officials calling for a Treasury Housing Reform Plan and a HUD Reform Plan. These plans
will inform or reflect Administration policy around Fannie Mae and Freddie Mac’s {the
government-sponsored enterprises or “GSEs”) capital requirements, set our parameters around
risk management and mitigation at the GSEs and other federal insurance programs, define the
interplay between the GSEs and FHA, and overall, put a number of policies in motion that could
really redefine how and to what extent LMi borrowers and communities access mortgage credit
- borrowers who have access today or who have historically had some access to affordable
maortgage credit to purchase and rehabilitate their homes. Important issues around
accessibility and affordability on whether guarantee fees and other credit pricing is affordable,
the extent of affordable loan products available, allowable debt-to-income (DTH) ratios and
more could have real impacts for minority borrowers. The FHFA approach to the GSEs
affordable housing obligations {e.g. level of annual affordable housing goals, rigor around Duty
to Serve obligations, whether contributions to the Housing Trust Fund and Capital Magnet Fund

are made} all play an important role.

I8 The Barriers: Income inequality, neighborhood and broader challenges that

impede minority homeownership

A family history of owning a home is another key indicator of the prospects for
homeownership for young adults, a statistic that tilts decidedly in the direction of White
households®. The homeownership rate of white millennials is 37 percent, compared with 27

percent for Asians, 25 percent for Hispanics, and 13 percent for blacks.® And while

8 How your parents affect your chances of buying @ home, Washington Post, May 4, 2016. See more at:

9 is homeownership inherited? A tale of three millennjals, Urban Institute, August 2, 2018,



283

18-t0-34-year-old millennials in all racial and ethnic groups have experienced a drop in
homeaownership since 2005, the homeawnership rate among black households headed by
45-to-64-year-oids {who are most likely to be parents of millennials) dropped significantly over
the past 15 years.'® Student debt is also a greater burden on minorities, as well. And, while a
college degree generally enhances the possibility to own a home the stark reality is that Black
households with a college education are less likely to own a home than White households
whaose head did not graduate from high school.™* The factors behind these realities implicate a
broader array of issues around income inequality, neighborhood and other barriers that also

affect minority homeownership and asset-building.

in groundbreaking research, Harvard University Professor Raj Chetty mapped which
neighborhoods in America offer children the best chance fo rise out of poverty and found that
the intergenerational persistence of disparities varies substantially across racial groups.* For
example, Hispanic Americans are moving up significantly in the income distribution across
generations because they have relatively high rates of intergenerational income mobility. In
contrast, Black Americans have substantially lower rates of upward mobility and higher rates of
downward mobility than Whites, leading to large income disparities that persist across
generations. Conditional on parent income, the Black-White income gap is driven entirely by

large differences in wages and employment rates between Black and White men.

in other work, the Economic Policy Institute’s review of progress 50 years after the

Kerner Commission documented in 11 diagrams the continuing racial inequality between Black

W ibid.
1 aurie Goodman and Christopher Meyer, “Homeownership and the American Dream,” Journal of Economic
Perspectives, vol. 32, no. 1, lanuary 2018, p. 32

2 These findings suggest that reducing the Black-White income gap will require efforts whose impacts cross
neighborhood and class lines and increase upward mobility specifically for Black men. See Opportunity Insights,
Race and Economic Opportunity in the United States: An Intergenerational Perspective, Working Paper, March

2018 .See also, See also, Black men face economic disadvantages even if they start out in wealthier househalds, new
study shows, PBS Newshour, March 21, 2018.
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and White families.
This research, as well as other evidence, tends to all reinforce that earlier interventions,
place-based strategies and related approaches are critical to overcoming barriers to minority

homeownership and asset-building.



285

A. Promising approaches on ineguality and homeownership...but also policy
challenges

A number of new initiatives and proposals are attempting to address a broader array of

issues around financial access.
1. Baby Bonds and other possible solutions

The Institute of Policy Studies has proposed, and others have joihed in supporting, 10
ways to address the racial wealth divide.”® Some of these proposals fall within the Committee’s
jurisdiction, such as a greater investment in affordable housing. Setting up baby bonds is
another solution. They are federally managéd accounts set up at birth for children and k
endowed by the federal government with assets that will grow over time. When a child reaches
adulthood, they can access these funds to purchase a home, for example. One recent study
shows that a baby bond program has the potential to reduce the current Black-White wealth
gap by more than tenfold.** Another study shows that had a baby bond program been initiated
40 years ago, the Latinx-White wealth divide would be closed by now and the Black- White
wealth divide would have shrunk by 82 percent.”® Improving data collection on the breadth
and scope of the racial wealth divide would also help inform the discussion and policy

approaches,

'3 pedrick Asante-Muhammad, Chuck Collins, Darrick Hamilton, Darrick Hamilton, Josh Hoxie, Ten Solutions fo
Bridge the Rocial Wealth Divide, 1SPS, April 2019.

™ Ibid.

¥id,

10
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Biack & Latino Families are Twice a5 Likely o Have Zero Wealth
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Source: ISPS, see footnote 10.

2. Better access to housing counseling

Housing counseling is a very effective way to eliminate barriers for minority families and
prepare them for responsible and sustainable homeownership, and loans to home buyers that
have received counseling perform better.”® In FY 2017, 74 percent of housing counseling clients
were people of color and 73 percent were LMI households with incomes of 80% of median
income or less.”” H.R. 2162 improves the incentives for home buyers to use housing caunseﬁng
by linking it to a discount on FHA mortgage insurance premiums, which also makes
homeownership more affordable. Given the data about the advantages of parental
homeownership, we recommend the sponsors consider adding a deeper discount for first

generation home buyers.

16 See, e.g., Neil . Mayer & Kenneth Temkin, Pre-Purchase Counseling Impacts on Mortgage Performance:
Empirical Analysis of NeighborWorks America’s Experience (p. iii} {(March 7, 2013); Marvin M. Smith et al., The
Effectiveness of Pre-Purchase Homeownership Counseling and Financial Management Skills {Aprit 2014); and,
https:/Awww huduser gov/portal/sites/defauit/fles/odf Housing-Counseling-Works.ndf

7 National Housing Resource Center and HUD FY 2017 9902 Housing Counseling Data.

11
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3. Opportunity Zones...also challenges

Newly-created Opportunity Zones have created a new vehicle to invest in thousands of
underserved communities across the country. Implementation of the program offers an
opportunity to facilitate affordable homeownership for minority families, but done incorrectly,
it could also facilitate widespread displacement in minority and LMI communities, and
particularly in markets already grappling with affordable housing issues and with high levels of
sociceconomic change - a proxy for gentrification and displacement risk.*® Currently, the
program has no real statutory data collection or reporting requirements on investments or
outcomes. Both HUD and IRS have outstanding proposals on Opportunity Zones and, among
ather reporting requirements, regulators should track, collect and report data that evinces
displacement risk. We urge this Committee to also consider how it might weigh in on

Opportunity Zones policy around minority homeownership and affordable housing issues.

. Affordable housing inventory and other barriers affecting minority buyers and
the broader market

There are a number of housing inventory issues that are inhibiting minority families and
LMI families more broadly in their effort to own a piece of the American Dream - a home.
NCRC, in conjunction with a number of industry stakeholders, as a part of the Affordoble
Homeownership Coalition, have identified a number of infrastructure, financing and other
harriers, including:

e 3 historic low in the inventory of affordable homes for sale;

8 See more at: 2018 NCRC Policy Agenda, p. 40, Issue: Encourage Responsible Investment in Opportunity Zonies &
Robust Data Collection, Including on Outcomes

12



288

® household formation and demand for homes is outstripping the supply of affordable
homes;

a8 some local zoning, land-use and permitting requirements are making it increasingly
difficult to secure land and build homes affordable to LMI households;

@ labor shortages and workforce training issues are also roadblocks to affordable
homebuilding;

& financing small mortgages - for home purchase and rehabilitation - in iargé swaths of
the country, including many traditionally minority communities, is near impossible;

& home appraisal issues have been identified in a number of minority and LM
communities across the country;

& issues around down payment - the difficulty of saving towards one and access to down
payment assistance.

One way to begin to address some of these inequities would be for Congress and the
Administration to include select incentives for single-family residential construction and
preservation as part of any national infrastructure plan to be considered.

V. Conclusion

We know there are no “silver bullets” to solve these vexing problems. Moreover, the
crisis of affordable homeownership for minority and LM families cannot be solved at the
fe{ieré! level alone, but must also find supporters in state and local governments who are eager
to address existing barriers. it is why we are prepared to take our fight not only here to Capitol
Hill but to statehouses and city halls throughout the nation so that the American Dream of

homeownership can be a reality for families too often left behind.

13
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The challenges of increasing access to affordable homeownership for the nation’s
minority households, including eliminating existing barriers and defeating policies that could
erect new ones, are considerable. But the risks to the social and economic well-being of the
country of ignoring those challenges are even greater.

The nation can’t afford to fail in this effort. To do so would consign a generation of
involuntary renters to a future free from financial security and hope for a better life and a racial
wealth gap that could widen further. Rather, the country must do the hard work to create
more affordable homes and more minority homeowners. A fairer and more prosperous nation

awaits when we succeed.

14
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Testimony of David M. Dworkin
President and CEC of the National Housing Conference
Before the House Financial Services Committee
Subcommittee on Housing, Community Development and Insurance
“Review of the State of and Barriers to Minority Homeownership”

May 8, 2018

Thank you Chairman Clay, Ranking Member Duffy and distinguished members of the
committee. My name is David Dworkin, and | am president and chief executive officer of the
National Housing Conference, the nation’s oldest and broadest housing coalition. Founded in
1931, the National Housing Conference, or NHC, has advocated for affordable housing and
community development for nine decades. Today, our over 200 members include every sector
of the housing industry from housing developers, both for-profit and nonprofit, to state and loca!
government agencies, lenders of all sizes, investors, builders, national associations and low-
income housing advocates in every region of the country. No one sector makes up more than
20 percent of our membership.

I have spent most of my adutt life working for affordable housing, including running the Fannie
Mae Partnership Office in Detroit, Michigan, where we focused on building a legacy of
homeownership among the city’s predominantly Black and Latino residents. Those efforts were
enormously successful, but were wiped out during the Great Recession as thousands of
Detroiters and millions of Americans lost their homes due to predatory lending practices and a
nationwide collapse of housing values. This impact was particularly devastating to Black
homeowners, for reasons that | will explore in more detail.

| also spent six years in the Treasury Department, working on housing and community
development issues, where | specialized in strategies to stabilize hardest hit communities and
reform of our housing finance system. During my last year at Treasury, under the leadership of
Secretary Steven Mnuchin, | worked exclusively on modernization of the Community
Reinvestment Act, participating in over 80 meetings with a wide range of stakeholders from the
nation’s largest banks to fair housing advocates from New York to California. Today, the
National Housing Conference has convened leaders on affordable homeownership from across
the country to address the unigue and vexing issue of the Black homeownership gap, and to
work with our members and stakeholders, including many of my colleagues here at this hearing,
to develop actionable strategies to reverse the current trend and significantly improve and
ultimately close the homeownership gap for all minority groups.

The homeownership rate for African-Americans in the first quarter of 2019 is 41.1 percent — the
lowest in recent history, and notably lower than in 1968 when housing discrimination was still
legal." This is a national tragedy that all of us must address. it didn't happen by accident. As you
can see in the chart below, when we level set homeownership rates in 1994, we see a distinct

" "Housing Vacancies and Homeownership (CPS/HVS),” U.S. Census Bureau
hitps:/iwww.census.gov/housing/hvs/data/histtab16. xisx




291

difference in the experience of Black homeowners from other racial and ethnic groups. While
Whites, Blacks and non-white Hispanics all rise in homeownership from 1994 to 2000, the Biack
homeownership rate plateaus early, remains relatively flat before plunging down a steeper slope
than any other group. Most disturbing is that this collapse in Black homeownership never
recovers. Why?

Change in Homeownsrship
1884-2018Q1

The narrative that many of us had come to believe is that unqualified first-time homebuyers
bought their first home with bad mortgages that they could not afford. While this certainly
happened fo many families, the fact is that most new African-American homeowners since 1994
achieved homeownership during the period before toxic mortgage products became most
prevalent. The vast majority of them had good mortgages that were purchased by Fannie Mae
or Freddie Mac, or insured by FHA. Unregulated mortgage brokers, many of whom lived in
communities where they pushed these toxic mortgage products, routinely refinanced their
customers into new loans before they reset, taking more equity out of the home with each turn.®
This incorrect narrative of the unqualified homebuyer conveniently placed significant blame on
the consumers of all races and ethnicities.

The truth is that many more homeowners were victims of predatory cash-out refinances and
millions of others who paid their mortgages for years, whether conventional, government or
subprime, became collateral damage of the historic collapse of housing values during the Great
Recession. When housing prices collapsed, and credit dried up, many of these families lost their
homes. As one member of our Black Homeownership Working Group told me, “we did a good

2U.8. Census, National Housing Conference tabulations
3“The Role of Mortgage Brokers in the Subprime Crisis,” by Antje Berndt, Burton Hollifield and Patrik
Sandas. NBER, July 2010 hitp://lwww . nber.org/papersiw16175
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job of teaching how to use homeownership to build wealth, but we never taught wealth
management.” It's an important point. Multi-generational homeowners had parents and
grandparents, aunts and uncles, to advise them on getting a home and on refinancing. But first
generation, first-time homebuyers often had no one when the predatory lender came calling.

One important factor in the devastating consequences of the financial crisis for Black
homeowners was the role of cash-out refinancing, which reduced equity in the original prime
loan and was then replaced with an unsustainable subprime loan. This was not the case in
Texas, however, where cash-out refinancing was strictly limited by law. A study conducted by
the Federal Reserve Bank of Dallas found that “at the peak of the housing crisis, the share of
subprime mortgages underwater in Texas was 40 percentage points below the rest of the
nation, with serious delinquencies among subprime borrowers about ten percentage points
lower,™

The root causes of the Black and minority homeownership gap are multifaceted, as are the
solutions. While there is no silver bullet, NHC’s Black Homeownership Working Group has
compiled various contributing factors to the gap and possible ways to address them. Below are
discussions about some of the integral factors we are looking to address. It is likely that many
African Americans who lost their homes were first refinanced into toxic mortgage products they
could not maintain. The worsening recession leveraged these trends, and concentrations of
foreclosures in poor, historically African-American neighborhoods drove up vacancy and blight,
which further fed the cycle.® Additional research on this is both necessary and ongoing. Our
challenge today is how we reverse this trend, for all Americans, but particularly for those
disproportionally impacted, and in the case of African-Americans, for those who continue to see
homeownership rates fall.

Our Working Group has begun to identify and explore a wide range of strategies to address this
crisis in Black homeownership, including changes in mortgage underwriting, reducing the costs
of originating and servicing lower dollar loans, improving FHA and conventional rehab loans,
increasing production of affordable housing, changes in how we conduct homeownership
counseling — both before and after purchase, modernizing our approach to marketing to
underserved communities, and advancing housing finance reform so FHA, Fannie Mae and
Freddie Mac can better serve communities of color, effectively leveraging private capital while
protecting the taxpayer from future bailouts and protecting consumers from having their
American Dream become a nightmare.

* Do Restrictions on Home Equity Extraction Contribute to Lower Mortgage Defaults? Evidence from a
Policy Discontinuity at the Texas Border,” by Anil Kumar. Federal Reserve Bank of Dallas Research
Department, January 2017

https://www dallasfed.org/careers/Student%20and%20Graduates/~/media/documents/research/papers/20
14/wp1410.pdf

S "Foreclosures by Race and Ethnicity: The Demographics of a Crisis,” by Debbie Gruenstein Bocian, Wei
Li, and Keith S. Ernst. Center for Responsible Lending, June 18, 2010

https /lwww responsiblelending org/mortgage-lending/research-analysisfforeclosures-by-race-and-
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I Risk reduction and access to credit

Since the financial crisis, many lenders have taken steps to reduce their exposure to default
risk. But we must ensure that the tighter lending standards that are in use now don’t lock
qualified Black would-be homeowners out of the market. The Urban Institute Housing Finance
Policy Center's most recent Housing Credit Availability Index shows that mortgage credit
availability is dramatically lower today than it was before the crisis, translating to much higher
difficulty for would-be homebuyers to get a mortgage.® Although we clearly don't want to return
to the loose standards during the run up to the crash, there remains much room for the credit
box to be safely expanded, opening up access to mortgages for more borrowers of color. We
have successfully mitigated undue product risk, but the pendulum has swung too far when it
comes {o borrower risk.

Default Risk Taken by the Mortgage Market, 1998Q1-2018Q4

Pargent
18

Total default risk

Reasonable
fending
" standard

One factor that restricts access to credit for borrowers of color is a lower supply of FHA loans
due to fears about liability under the Faise Claims Act, a civil-war era defense contracting law
never intended for use in the financial markets. The FHA share of loans originated by Wells
Fargo, Bank of America, and JPMorgan Chase plummeted between 2010 and 20186, from 43
percent to just 5 percent.” This is in part due to the overly punitive use of the False Claims Act

& “Housing Credit Availability Index,” Urban Institute Housing Finance Policy Center, April 19, 2019
hitps:/iwww urban.org/policy-centers/housing-finance-policy-center/projects/housing-credit-availability-
index

7“The Decline in Lending to Lower-Income Borrowers by the Biggest Banks,” by Neil Bhutta, Steven
Laufer, and Daniel R. Ringo. Board of Governors of the Federal Reserve System, September 28, 2017
https:/iwww.federalreserve gov/econres/notes/feds-notes/the-decline-in-lending-to-lower-income-
borrowers-by-the-biggest-banks-20170928.htm
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against abuse among FHA lenders.® The FHA must be given the resources it needs to
implement a new taxonomy that assigns proportional punishments for bad actors.® We are
encouraged to see that HUD Secretary Ben Carson'® and FHA Commissioner Brian
Montgomery*! are taking the issue of False Claims Act overreach seriously. However, we must
also be mindful of the fact that lenders are making a 30-year commitment and need to know that
the rules won't change on current loans with a change in leadership. Otherwise, they will
understandably underwrite for political and regulatory risk, rather than borrower risk. There are
many effective ways for regulators to go after bad lenders without resorting to a law designed to
punish defense contractors who sold lame mules and shoddy fabric to the Union Army.

Another important issue when it comes to access to credit is that the model for loan servicing
that many lenders use is built around a flawed servicing model that pays too much for
performing loans, and not enough or failed ones. Servicing costs for non-performing loans have
skyrocketed in recent years."? As a result, lenders are increasingly hesitant to make loans with
even a minimal chance of defaulting out of a fear of these costs, therefore applying credit
overlays as a way to reduce lender risk.™ We must work with lenders to establish a
compensation model that allows them to make loans to more borrowers without worrying about
high servicing costs that can wipe out the profits of dozens of performing loans. Finding the right
balance is as difficult as it is essential to getting our most experienced, well-regulated and well-
capitalized lenders back in the game.

Loan-level price adjustments (LLPA) are another factor contributing to the difficulty of
underserved applicants becoming homeowners. LLPAs are risk-based fees assessed through
traits such as loan-to-value and credit score and are often paid in the form of higher mortgage
rates. LLPAs were introduced in 2008 and helped Fannie and Freddie during the financial crisis
when mortgage insurers were badly undercapitalized. Today, however, they act as a proverbial

8 “FHA commissioner: We're easing False Claims Act use to bring big banks back to FHA lending

FHA wants the big banks to come back,” by Ben Lane. Housing Wire, July 10, 2018

hitps://www housingwire. com/aricles/46028-fha-commissioner-were-easing-false-claims-act-use-to-bring-
big-banks-back-to-tha-lending

® *Lessons from the financial crisis: The central importance of a sustainable, affordable and inclusive
housing market,” by Michael Calhoun. Brocking Institution, September 5, 2018

https:/iwww brookings. edu/researchflessons-from-the-financial-crisis-the-central-importance-of-a-
sustainable-affordable-and-inclusive-housing-market/

"% “Carson: Government considering ending use of False Claims Act against FHA lenders,” by Ben Lane.
Housing Wire, October 12, 2017 htips.//www.housingwire.com/articles/4 1551-carson-government-
considering-ending-use-of-false-claims-act-against-fha-lenders

" “FHA commissioner: We're easing False Claims Act use to bring big banks back to FHA lending,” by
Ben Lane. Housing Wire, July 10, 2018 htips://www.housingwire.com/articles/46029-fha-commissioner-
were-easing-false-claims-act-use-to-bring-big-banks-back-to-fha-lending

2“MBA Chart of the Week: Servicing Costs Per Loan (Single-Family)--Performing v. Non-Performing,
By Marina Walsh. Mortgage Bankers Association, July 25, 2017 htips://www.mba org/servicing-
newslink/2017/julyiservicing-newslink-tuesday-7-25-17/news-and-trends/mba-chart-of-the-week-servicing-
costs-per-loan-(single-family)-performing-v-non-performing

3 *Servicing Costs and the Rise of the Squeaky-Clean Loan,” by Laurie Goodman. Urban Institute,
February 2018 hitps.//www.urban org/sites/defauli/files/publication/7 7626/2000607 -Servicing-Costs-and-
the-Rise-of-the-Squeaky-Clean-L.oan. pdf
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belt and suspenders approach. When combined with other credit overlays, it is no wonder that
so many borrowers who would have qualified for a responsible loan in 2001 are unable to get
one today.

1. Affordable housing supply

We face a crisis of affordable housing in America, and it is important that any efforts to address
the racial homeownership gap not only address access to credit for borrowers of color but also
access to affordable homes. A large part of the affordability crisis we face comes down to
supply and demand: we are simply not building enough homes. In 2015, the overall gap
between new housing units and new households was 430,000.%* According to one estimate, by
2030 we will need a total of over 18 million new housing units fo meet America’s housing
needs." That translates to about 1.3 million new units per year, a total we have not hit since
2007."® Building new affordable housing units requires government subsidies.

As Steven Lawson of the National Association of Home Builders testified before the full House
Financial Services Committee, “It is financially infeasible to construct new affordable rental units
without a subsidy.”" Financial Services Committee Chairwoman Maxine Waters' Housing is
Infrastructure Act of 2019 is a good first step. The bifl would invest $92 billion in federal housing
programs, including $70 biltion for the Public Housing Capital Fund, $5 billion for disaster aid,
and $5 billion for the Housing Trust Fund.™ It would also allocate $10 billion for a Community
Development Block Grant program set-aside to incentivize states and cities to get rid of
regulations that drive up the cost of housing construction. This would address another critical
issue when it comes to affordable housing: local regulations that drive up the cost of
construction.®

. Housing finance reform

" “Housing supply falls short of demand by 430,000 units,” Laurie Goodman and Rolf Pendall, Urban
Institute, June 20, 2016 hitps:/www. urban.org/urban-wire/housing-supply-falls-short-demand-430000-
units

) S, Apartment Demand — A Forward Look,” National Multifamily Housing Council & National
Apartment Association, May 2017 hitps://www.nhaahqg.org/sites/default/files/naa-documents/government-
affairs/naa-nmhc-us-apartment-demand-a-forward-look-may-2017.pdf

'8 “New Privately Owned Housing Units Completed,” U.S. Census Bureau

https:/iwww.census. goviconstruction/nre/pdf/compann.pdf

7 “Housing in America: Assessing the Infrastructure Needs of America’s Housing Stock,” House Financial
Services Committee, April 30, 2019
https:/ifinancialservices . house.govi/calendar/eventsingle. aspx?EventiD=403645

8 *Housing is Infrastructure Act of 2019, House Financial Services Committee

https://ffinancialservices. house.gov/upioadedfiles/bills-116pih-housinainfrastructure pdf

'® “Regulation: Over 30 percent of the cost of a multifamily development” by Paul Emrath and Caitlin
Walter. Housing Economics, June 12, 2018

ga=2.117886025.1324576529,.1556919678-231691428.1556919678
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The issue of housing finance reform, which was recently jumpstarted by the White House memo
directing the Treasury and HUD to come up with a housing finance reform plan, is also a
significant component of the minority homeownership gap. We must dispel the myth that
Freddie Mac and Fannie Mae caused the financial crisis through their efforts to help
underserved and minority homebuyers. In fact, the largest increase in African-American
homeownership occurred between 1994 and 2001, when lenders across the country,
encouraged by Fannie and Freddie, sought out African-American first-time homebuyers in
record numbers. In the run-up to the crisis, the vast majority of subprime loans were originated
by private lenders, not the GSEs.? Although the GSEs did not cause the foreclosure crisis
which devastated so many Black homeowners, they certainly failed to prevent it and they should
definitely be a significant part of the solution.

NHC believes that reform of America’s mortgage finance system must include a limited, explicit
and appropriately compensated government guarantee that encourages private capital
participation to ensure reliable access to fong-term fixed-rate mortgages and financing for
multifamily housing nationwide, including a broad commitment to access and affordability
through measurable and enforceable standards, a Duty to Serve requirement in the secondary
mortgage market, and appropriate funding for the National Housing Trust Fund and the Capital
Magnet Fund. Any housing finance reform proposal, whether administrative, legislative, or a
combination of the two, must ensure access to affordable and sustainable mortgage credit to
broadly serve homeownership-ready borrowers through a variety of public and private channels,
including addressing the homeownership gap for communities of color and the impact of student
loan debt on homeownership.

We must also sustain, strengthen and modernize FHA’s capacity and flexibility to meet the
nation’s housing financing needs while protecting the taxpayer’s investment. We cannot tolerate
a segregated housing finance system that is separate and unequal. While it is important to look
at housing finance reform holistically, including the roles of FHA, the U.S. Department of
Veterans Affairs and the U.S. Department of Agriculture Rural Development. We must ensure
that no one agency is tasked with the entirety of the federal government’s affordability goals,
and that they all continue to provide the vital services that they do to help low- and middle-
income people achieve homeownership.

iv. Smail-doilar loans
Expanding access to small-doliar loans is another area that has a disproportionate impact on

Black homeownership, but also hurts all low- and moderate-income Americans in many urban
areas as well as throughout rural America. Mortgage availability is limited for low-cost homes

20 “Fannie and Freddie don't deserve blame for bubble” by Mark Zandi. The Washington Post, January
24, 2012 https.Awww washingionpost.com/realestate/fannie-and-freddie-dont-deserve-blame-for-
bubble/2012/01/23/glQAN3LZMQ _story.himi?noredirect=ondutm term=.03¢5008842¢0
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due to incorrect assumption that small-dollar loans are riskier?! as well as the fact that
origination and marketing costs are fixed while compensation models for real estate
professionals and loan officers are based on sales price and loan size, respectively. This limited
access to home morigages exclude aspiring low- and moderate-income homebuyers who can
neither afford a mortgage for a higher-cost home nor afford to purchase a low-cost home
without a mortgage at all. The serious and persistent racial wealth gap in this country? means
that the lack of access to small-dollar mortgages and possible subsequent access to low-cost
homes disproportionately impacts minority communities, keeping prospects of homeownership
further out of reach.

V. Rehabilitation financing products

Anocther important means we can use to address the racial homeownership gap is streamlining
and expanding access to rehabilitation financing products. There are various loan products
available through which existing homes can be renovated. The Federal Housing Administration
offers 203(k) Rehab Mortgage insurance, which provides homebuyers and homeowners
financing for the purchase or rehabilitation of a home, with the total property vaiue still falling
within the FHA mortgage limit. This may be a vital {ool as many lower-cost homes are not in the
condition needed to get approval for GSE- or FHA-backed loans. Prospective homebuyers
interested in these homes are then forced to compete against cash investors. Lenders should
look for ways to better provide the 203(k) loan product. Freddie Mac also offers a Renovation
Mortgage and Fannie Mae has a HomeStyle Renovation morigage. These products need to be
reviewed for ease of use, consumer protection and then effectively marketed to communities
that need them the most.

VL CRA modernization

Finally, a critical component of closing the minority homeownership gap is successful
modernization of the Community Reinvestment Act (CRA), which is currently underway. CRA is
one of the most important tools that banks, communities and regulators have {o increase
lending and investment in underserved communities. But it has never achieved its full potential.
We have an historic opportunity to invest in the peopie and places who need it most by making
bank performance and government enforcement more transparent, predictable and ultimately
more impactful.

21 “Small-Dollar Mortgages for Single-Family Residential Properties” by Alanna McCargo, Bing Bai, Taz
George and Sarah Strochak. Urban Institute, April 2018 hitps:/fwww urban. org/research/publication/smali-
dollar-mortgages-single-family-residential-properies/iview/full_report

22 \Nhat Is Behind the Persistence of the Racial Wealth Gap?” by Dionissi Aliprantis and Daniel Carroll.
Federal Reserve Bank of Cleveland, February 28, 2019 hitps:.//www,clevelandfed.org/newsroom-and-
events/publications/economic-commentary/2018-economic-commentaries/ec-201903-what-is-behind-the-
persistence-of-the-racial-wealth-gap aspx
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The three primary regulators of the CRA met in Washington last month to formally begin a
process of preparing a Notice of Proposed Rulemaking (NPR). NHC’s first principles on CRA
modernization are simple. We believe that any new CRA regulatory regimen must:

1. Increase investment in communities that are currently underserved,
Benefit more low- and moderate-income (LM!) people, particularly people of color, who
live in those communities;

3. Ensure that CRA lending and investment does not lead to displacement of the very
people it is meant to help; and

4. Make both bank performance and government enforcement more transparent and
predictable.

CRA was originally passed because passage of the Fair Housing Act nearly ten years earlier
had failed to reverse the pernicious practice of redlining, which segregated neighborhoods by
their racial composition. Maps were literally colored blue to represent 100 percent white
residency and red to indicate “hazardous” levels of risk due to the presence of black residents.
To avoid being labeled a “declining” neighborhood, one neighborhood in Detroit, just three miles
from where [ grew up, built an actual wall to separate black and white residents.® It's easy for
some to dismiss these stories as ancient history, but just this year HUD filed charges against
Facebook alleging that the internet advertising platform “unlawfully discriminates based on race,
color, national origin, religion, familial status, sex, and disability by restricting who can view
housing-related ads on Facebook’s platforms and across the internet.”?

HUD has charged that Facebook uses its enormous database of user data to control who
sees housing-related ads in their Facebook “feed.” Facebook offered advertisers the ability to
choose or exclude attributes like “foreigners,” “Puerto Rico Islanders,” or people interested in
“accessibility,” “Hijab Fashion,” or “Hispanic Culture.” That's not all. Facebook also offers
advertisers the ability to target customers using a tool called “Lookalike Audiences.”?® Even
more shocking, Facebook refused to support advertising to diverse audiences. “Even if an
advertiser tries to target an audience that broadly spans protected class groups, [Facebook's]
ad delivery system will not show the ad to a diverse audience if the system considers users with
particular characteristics most likely to engage with the ad,” according to HUD.? Advertisers
were invited to exclude areas by drawing a red line around them with their mouse. While times
have changed, so has redlining. We have a lot of work to do.

23 *In Detroit, A Colorful Murail Stands as a Reminder of the City’s 'Segregation Wall”, by Elizabeth Baker
and Matthew Schwartz, All Things Considered, National Public Radio. July 27, 2017.

https://iwww, npr.org/2017/07/22/538760677/in-detroit-a-colorful-mural-stands-as-a-reminder-of-the-citys-
segregation-wall

2 “Hud Charges Facebook With Housing Discrimination Over Company’s Targeted Advertising
Practices,” Department of Housing and Urban Development, March 28, 2018
https://www.hud.govipress/press releases media_advisories/HUD No 19 035

25 “Charge of Discrimination,” Department of Housing and Urban Development, March 27, 2019
https://www.hud.gov/sites/dfiles/Main/documents/HUD v _Facebook.pdf

2 Ihid.

27 Ibid.
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The National Housing Conference has been defending the American Home since 1931. We
have advocated for every major piece of housing legislation over the past 88 years, including
the inclusion of public housing development in the New Deal's infrastructure program, the Public
Works Administration through the National Industrial Recovery Act of 1933, and the National
Housing Acts of 1937, 1949 and 1968. Today, NHC is convening our members to draft a
National Housing Act for the 21% century that seeks to modernize our housing policy
infrastructure for the future. We look forward to working with Members of Congress on both
sides of the aisle to develop a truly bipartisan approach to our growing affordable housing crisis.

Thank you for convening this hearing on such a vital issue, and for the opportunity to submit
testimony. The minority homeownership gap is a complex problem but demands our attention
as we look towards creating a more equitable future. NHC stands ready to work with you to
advance policies toward closing the racial homeownership gap.

HH
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Regulation: Over 30 Percent of the Cost of a Multifamily Development

June 12, 2018

Paul Emrath, National Association of Home Builders
Caitlin Walter, National Multifamily Housing Council

Many Industry experts have become concerned about affordability of rental housing in America, and how difficult it has
become to address the problem through new construction. According to the report on America’s Rental Housing 2017
published by the Joint Center for Housing Studies at Harvard University, “The lack of new, more affordable rentals is in
part a consequence of sharply rising construction costs, including labor and materials.” The Harvard report goes on to
say, “Tight land use regulations also add to costs by limiting the land zoned for higher-density housing and entailing
lengthy approval processes.”

Recently, the National Association of Home Builders (NAHB) and the National Multifamily Housing Council (NMHC)
undertook a joint research effort to find out how much government regulation adds to the cost of building new
multifamily housing, Results show that well over 90 percent of multifamily developers typically incur hard costs of
paying fees to local jurisdictions, both when applying for zoning approval, and again when local jurisdictions authorize
the construction of buildings.

However, government regulation can impose costs in other ways as well. Over 90 percent of multifamily developers also
incur costs of delays caused by sometimes lengthy approval processes, development standards that go beyond what
would ordinarily be done, changes to building codes over the past decade, and OSHA requirements. Other regulations,
such as requiring developers to dedicate land to the government, are somewhat less common, but can be quite costly
when they are encountered. The bottom line is that regulation imposed by all levels of government {whether local, state
or federal) accounts for 32.1 percent of the cost of an average multifamily development.

A substantial amount of regulation is well intentioned and some of it undoubtedly serves a worthwhile purpose. Few
would argue, for example, that basic safety standards for structures and workers are unnecessary. But regulation that
exceeds 30 percent of a project’s development costs raises questions about how thoroughly governments are
considering the consequences of their actions. Are they aware of how much regulation currently exists? Do they realize
how multiple regulations with conflicting standards can cause delays and increase costs? And do they understand the
extent to which these increased costs translate into higher rents and make it difficult to build new housing that families
with modest incomes can afford?

Survey Design

While the assertion that regulations increase the cost of multifamily development is commonly heard, the extent to
which this happens is not easy to measure, and currently does not exist on a national scale. The only way to gather data
that is at all comprehensive is from multifamily developers, as they are the only ones who experience a wide range of
the various forms regulation can take. NAHB and NMHC set out to accomplish this through a survey of both
memberships. The purpose of the survey was to quantify how much regulation exists and how much it is adding to the
cost of developing new muitifamily properties.

Multifamily developers do not, in general, have accounting systems designed to tease out these regulatory costs. So
NAHB and NMHC crafted questions that most developers would be able to answer. The questions asked developers
about the typical projects they build. The questions covered various delays and costs incurred at different stages of the
development process. Developers were asked to provide all hard costs as a percent of total development cost for their
typical projects (see Appendix 2).
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The survey was conducted in the fourth quarter of 2017. A total of 40 usable responses were received from multifamily
developers, evenly split between NAHB and NMHC members (with no duplication). The developers who responded
reported building multifamily projects in all regions of the country, and the typical projects they build vary widely: from
fewer than 5 apartments to more than 400, and from under $2 million in total development costs to more than $100
million.

NMHC and NAHB combined the results with information from other survey collections and public data sources, such as
typical terms on construction loans and the average time it takes to complete different phases of a project, to estimate
the final costs (see Appendix 1).

Types of Reguiation

Regulatory costs fall into several categories—fees, development standards, building codes, land dedicated to public
purposes, etc. The range of these regulations can be broad, and the cost of complying with them substantial. Figure 1
shows the incidence of different types of regulations imposed on multifamily developers, as well as the average cost of
complying with those regulations when they do exist.

Figure 1. Incidence and Typical Magnitude of Regulatory Costs

S ‘:D:\?:!fpz‘;, - Average Cost When
“Type of Cost. . Projécts“Subject o \Pre‘sent; {asa Sh‘a;r‘e of.
L - tothetost  'OtalDevelopment Costs)
Cost of applying for zoning approval 98% 4.1%
interest costs on refundable fees charged when site work begins 50% 0.5%
Other {non-refundable) fees charged whensite workbbegins . = g3 L 4.5%
‘Development requirernents that go-beyond theordinary. 0 gs e
tand dedicated to the government or otherwise left unbuilt 50% 4.3%
Fees charged when building construction is authorized . ) B 93% 4.2%
Cost of complying with affordability mandates (e:g, inclusionary roning) 1 7 30% 00 sgu
Cést increases from changes to building codes overthe past 10years = 98y 0 %
Cost of complying with OSHA requirements 90% 2.6%
Pure cost of delay {i.e., even if regulation imposed no other type of cost) 98% 0.7%

The first significant interaction between a multifamily developer and the government usually occurs when the developer
applies for zoning approval to allow multifamily housing to be built on a particular parcel of land. The U.S. Constitution
gives states the authority to regulate land use; and, although states sometimes try to influence land use patterns in
various ways, they most often leave this up to local governments. Local governments, in turn, pass zoning ordinances
that divide their territories into districts and specify how land in each district can be used (single-family versus
commercial versus multifamily, for example). It's not impossible for a developer to acquire land that allows multifamily
structures to be built on it without going through a rezoning process or obtaining some type of exemption to an existing
ordinance, but this is the exception rather than the rule.

The typical projects of almost all the respondents (98 percent) were subject to costs at the zoning approval stage. When
they exist, these costs average 4.1 percent of the total development costs. Regulatory costs incurred at this stage can
include fees paid directly to a government, but may also include other types of costs. For example, the developers may
have to pay for environmental impact, archeological or other types of studies.
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Although local governments have the authority to approve development, existing environmental laws also give a role to
the federal government. A developer may need to obtain a wetlands, stormwater and/or endangered species-critical
habitat permit, each of which is overseen by a different federal government agency. Many states manage the wetlands
permits under federal guidance, and states and focal jurisdictions may have their own sets of requirements. Indeed, it
can be difficult to identify which level of government is uitimately responsible for some regulation, and trying to
reconcile conflicting requirements is one factor that can drive up the cost of compliance.

it is also common for governments to impose fees on a multifamily development when site work begins. Many
communities charge impact, utility hook-up and other fees at this point. Impact fees are fees that are charged onlyona
new development and are supposed to be used only for capital improvements. State legistation establishes the types of
impact fees local governments can charge. Examples are impact fees for the construction of new schools, roads, water
facilities, sewer facilities, stormwater management, parks, fire, police, libraries, solid waste management, and general
government. Some states aflow all of these, while a select few of states do not allow them, such as Virginia. There are
consultants who travel the country and specialize in calculating the maximum impact fees local governments can legally
charge. Moreover, as a recently published University of California, Berkeley paper documented, cities often charge
additional fees, negotiated on a case-by-case basis at different points in the development process, to allow a project to
be built.

According to the 2012 Census of Governments, there are roughly 90,000 local governments in the U.S., and a particular
development may be subject to fees from more than one of them—for example, from a municipality, a water district,
and a school district with overlapping jurisdictions. The overwhelming majority {93 percent) of the typical projects of
muitifamily developers in the NAHB-NMHC survey pay fees at this stage of the process. When they exist, these fees
average 4.5 percent of total development costs.

Some local governments charge developers guarantee or other fees that are refundable when the project is completed.
Although these fees are also usually imposed when site work begins, the survey treats them separately, due to the
different cost implications. If the fee is eventually refunded, the developer uitimately pays only the interest that accrues
on the development and construction loans until that happens. Half of respondents’ typical projects were subject to
these fees; which, when present, averaged half a percent of the total development cost.

Many local governments require new development to conform to community design standards. This may include
standards for streets and sidewalks, parking, height of buildings, landscaping and the architectural design of individual
buildings. These standards impose little extra cost if they don’t significantly exceed the developer’s ordinary practices. In
the absence of regulation, for example, developers will still ordinarily provide spaces for walking and parking,
fandscaping, and employ architects who attempt to design buildings that are attractive to potential tenants. The NAHB-
NMHC survey asked multifamily developers specifically about the cost of standards that go beyond what they would
otherwise do.

Almost all (35 percent) of the typical projects of the developers surveyed were subject to design standards that that go
beyond what the developer would otherwise do. When these beyond-ordinary requirements were present, they
accounted for an average of 6.3 percent of the overall development cost. Energy efficiency is a worthwhile objective, but
NMHC and NAHB have argued that the up-front cost needs to be kept within reasonable bounds. NMHC and NMHC have
supported some recent changes to the 1ECC but opposed others as not cost-effective. Not surprisingly, manufacturers of
building products advocate for code changes that mandate more use of their products, and tend to be less concerned
than NMHC and NAHB about costs. Past analysis by NMHC on previous code cycles {which remain in effect in many
states) has shown that changes to the IECC have the potential to drive up construction costs by over $3,000 per
apartment {depending on type of building and climate zone) and argued that subsequent savings on utility bills come
nowhere near justifying the cost.

Half of the typical projects required developers to dedicate land to the government or otherwise leave it unbuilt. This
requirement can take many forms, such as creating a park on the property or reserving part of the property for the
government to use in some way. In these cases the developer must pay for the land but is not allowed to derive revenue
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from it, driving up the cost per unit for the housing that can be built. For those projects subject to this regulation, it
represented an average of 4.3 percent of total development cost.

Almost all of respondents (93 percent) paid some sort of fee when construction in their typical project was authorized.
This could be limited to a building permit fee, but additional impact, hook-up or other fees may also be charged at this
point. When they exist, the fees charged at this point average 4.2 percent of development costs, large enough to suggest
that they often encompass more than the building permit fees.

Local jurisdictions are increasingly beginning to consider imposing affordability mandates to attempt to create new
affordable housing. These mandates without any offsetting incentive like a tax exception typically create few units and
effectively tax some housing units (and their occupants) to subsidize others. The easiest way to see this is in cases where
developers pay a fee o avoid the requirement—that amount gets added to the overall amount the developer must pay,
thus raising the rents required. But even if they don’t pay a fee, the regulation may require them to lose money on some
of the housing they build, which is effectively a tax, resulting in higher rents on non-subsidized apartments. Almost one-
third (30 percent) of developers who responded indicated that their typical projects incurred costs related to complying
with such mandates. These costs, when they exist, averaged 5.7 percent of total development costs, enough to result in
substantially higher rents. :

The NAHB-NMHC survey also asked developers about the cost implications of changes to building codes over the past
ten years. Most jurisdictions have been enforcing building codes for decades, and the codes have been updated and
refined many times over that span. Most have adopted a version of national model codes, which have been in
widespread use since the 1950s. These are updated every three years, and the number of refinements considered and
voted upon during each three year cycle runs into the thousands.

Virtually no one would argue against public standards for basic soundness and safety of residential structures, but over
the decades codes have expanded well beyond this and are increasingly being used as a vehicle to advance various
policy objectives. A leading example is energy efficiency. There is now a model jnternational Energy Conservation Code®
(IECC).

Energy efficiency is a worthwhile objective, but NMHC and NAHB have argued that the up-front cost needs to be kept
within reasonable bounds. NMHC and NMHC have supported some recent changes to the 1ECC but opposed others as
not cost-effective. Not surprisingly, manufacturers of building products advocate for code changes that mandate more
use of their products, and tend to be less concerned than NMHC and NAHB about costs.

This is another area where the federal government has become increasingly involved. The Environmental Protection
Agency, the Federal Emergency Management Agency, and the Department of Energy {DOE), all actively participate in the
development of national model codes, proposing changes to national mode} codes and testifying in favor of them during
code hearings. DOE also has a share of its budget set aside for persuading state and local jurisdictions to adopt more
stringent codes. Representatives from NAHB who witnessed all of the recent code hearings have criticized federal
agencies for supporting certain code changes that removed flexibility and limited builders” options, driving up costs
without improving energy efficiency, to the benefit of specific product manufacturers.

Nearly all (98 percent) of developers said changes in building codes over the past 10 years increased development costs
in their typical projects, and these costs, when they exist, average 7.2 percent of total development costs.

Nine out of ten developers said complying with requirements of the Occupational Safety and Health Administration
{OSHA) increased costs in their typical projects, and these costs, when present, average 2.3 percent of total
development costs. Again, few would argue that safety standards for construction workers are unnecessary. in recent
years, however, OSHA has issued a substantial number of regulations imposing costly compliance requirements ail
without providing any evidence that they would actually improve safety in the residential construction industry. In the
Beryllium rule, for example, the evidence of a health risk came from workers in manufacturing industries or performing
abrasive blasting activities. In the Volks rule, OSHA was criticized as doing little beyond driving up record keeping costs
for businesses (and possibly violating the statute of limitations in the process).
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Even when regulation imposes no direct costs, it can have a financial impact if it defays the development and
construction process. If it takes longer to begin leasing and earning income on a property, it will take longer to pay off
any development and construction loans and more interest will accrue.

Some regulatory delay is inevitable, as it will naturally take some time for local building departments to review and
approve plans and respond to requests for inspections. Precisely how long it is reasonable for a developer to wait for
approvals and inspections is open to debate, but there are examples that clearly seem excessive. One academic study,
for example, found that it took an average of 788 days to prepare a submission and receive approval for an individual
federal wetlands permit.

Virtually all the developers (98 percent) said complying with regulations caused some sort of delay for their typical
projects. For these projects, NMHC and NAHB estimated that average additional interest was 0.7 percent of total
development costs. This is a “pure” cost of delay that regulation would cause even if it imposed no other type of cost. it
is calculated by subtracting every other type of regulatory cost, then estimating the additional interest accruing on the
share of the remaining development cost that is typically financed.

Total Cost of Regulation

To estimate how much in total the government regulations described above add to multifamily development costs, itis
necessary to take both the incidence and magnitude of the various types of regulation into account—in other words, to
average in the “zeroes” when a particular regulation does not apply. Figure 2 shows that, when this is done, the listed
categories taken together on average account for 32.1 percent of development costs for a multifamily project.

Among the listed categories, average cost is highest for changes to building codes over the past 10 years (7.0 percent of
total development costs), followed by development standards imposed by government that go beyond what the
developer would ordinarily do. it is interesting that government control over how a project is built can be more costly
than actual fees charged, but unsurprising given that they can be time consuming and thus cost more.

Frgure 2: Government Regulatuon asa Share of Multlfamuly Development Costs
i | Clower: G Up‘ﬁér“ :
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TOTAL ESTIMATED REGULATION AS A SHARE OF DEVELOPMENT COSTS  21.7%  321%  426%

Affordability mandates, when they exist, are nearly as costly as relatively recent changes to building codes and beyond-
ordinary development starts, but overall have a smaller average impact on costs because they are encountered less
frequently. In contrast, regulatory delays are encountered very frequently, but have a comparatively small average
impact on costs because they are limited to the extra interest that accrues on development and construction loans.
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Refundable fees have the smallest impact of any of the types of regulatory costs listed, both because they apply only
half of the time and because they are limited to the interest that accrues until they are refunded.

To illustrate the variabiiity in regulatory costs, in addition to averages, Figure 2 shows the upper and lower quartiles
{costs are below the lower quartile for 25 percent of respondents, and above the upper quartile for 25 percent). While
on average regulation accounts for 32.1 percent of total multifamily development costs, the quartiles give a range of
21.7 t0 42.6 percent.

Although the cost components sum to the bottom line total for the averages in Figure 2, the components of the upper
and lower quartiles do not. The ten components in the “lower quartile” column in particular sum to considerably less
than 21.7 percent. The implication is that muitifamily developers can minimize some types of regulatory costs depending
on where they operate--but not all of them proportionately at the same time.

Costs Not Captured

Aithough the NAHB-NMHC survey sought to be as comprehensive as possible, the above results do not capture
everything. Some government actions impact development costs in a way a muftifamily developer can’t reasonably be
expected to quantify. For example, federal immigration policy may affect the supply of construction labor, and tariffs
can affect prices of building materials like lumber? and steel. Developers do not in general have a way of evaluating how
much the prices they pay for labor and materials are influenced by these federal policies.

The survey asked developers about delays due to government regulation, but there can be multiple reasons for those
delays not all unambiguously tied to a government action. One is neighborhood opposition to the development. At the
local level, governments may encourage or facilitate local groups who oppose muitifamily development. An obvious way
to do this is by allowing local groups to sue any developer who proposes to build multifamily housing, but there are
many more subtle ways to encourage opposition.

A developer may have to devote time and financial resources to deal with this opposition, by meeting with local groups
before seeking zoning approval, for instance. To quiet the opposition, developers may find it necessary to make
concessions to focal groups, such as reducing size of the buildings so that land costs are allocated to fewer apartments
and cost per apartment is increased. In an extreme case, local opposition may be able to cause a focal government to
reverse its decision to approve a project after the developer has already invested heavily in it. In many of these cases,
there is an obvious cost to neighborhood opposition, but how much responsihility the local government bears for it may
not always be clear. It is not uncommon for developers to hire consultants to debunk claims made by oppositionto a
project.

Figure 3 below shows that the overwhelming majority (85 percent) of the developers responding to the NAHB-NMHC
survey have experienced added costs or delays due to such opposition.

* The effects of the current lumber tariffs are estimated in Impact of the Canadian Lumber Duties on the U.S, Economy In 2018.
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Figure 3: Have you experienced added costs or delays due to neighborhood opposition to multifamily
construction?

Profile of Respondents and Their Typical Projects

The range of costs highlights that not all development projects are the same. Costs can vary by jurisdiction, as well as by
geographic location and type of project—garden apartments on undeveloped land can be much less complicated to
build than a high-rise in an urban area, for example. Respondents were able to choose more than one option as to their
typical project type.

Respondents built a variety of preduct types that also varied by location (see Figure 4). The most common type of
project was a garden development in the suburbs (72 percent}. Mid-rise projects were the next common, with 35
percent building mid-rise developments in urban areas, and 37 percent building similar projects in inner-ring suburbs.
About one-quarter (26 percent) of developers reported that they typically build high-rise apartments in urban settings.
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Figure 4: Type and Location of Multifamily Projects
80%
70%
60%

All regions of the United States were represented in the survey sample as well. The largest percentage of developers
operated in the West South Central (33 percent) and Mountain (30 percent) regions {see Figure 5). The South Atlantic
and Pacific regions featured the highest distribution of multifamily permits in the U.S. in 2017 and had the third and fifth
largest distribution of respondents, respectively.

Figure 5: Regions Where Respondents Build
. 35%
30%
5%
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A fairly wide range of typical development size was represented by respondents as well (Figure 6). A small portion of
respondents (4 percent) typically built projects fewer than 50 units or greater than 499 units (3 percent), while the
remaining respondents were relatively evenly split between 50 to 149 units (32 percent), 150 to 349 units (33 percent),
and 350 to 499 units {28 percent).

Figure 6: Typical Project Size {No. of Units)

500 2tod4 5109 101049
plus 2%.. 0% 2%
3% 2

in terms of financial costs, the cost was even more widely distributed {see Figure 7). The average cost of a typical
development project for these developers was $42 million. Over one-third {37 percent) of respondents had a typical
project size of $10-350 milfion.
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Figure 7: Typical Project Size {$Development Costs)

5 Average = $42 Million
<5 Million Median = $35 Million
1%

Summary and Conclusion

As the above discussion has demonstrated, multifamily development can be subject to a bewildering array of regulatory
costs, including a broad range of fees, standards, and other requirements imposed at different stages of the
development and construction process. In view of this, it may not be surprising that regulation imposed by all levels of
government accounts for 32.1 percent of multifamily development costs on average, and one-fourth of the time reaches
as high as 42.6 percent.

Although local governments generally have authority for approving development and adopting building codes, state and
federal governments are becoming increasingly involved in the process. Sometimes the federal involvement is readily
apparent, as when issuing stormwater permits or enforcing OSHA requirements. At other times, the federal involvement
is less obvious. Examples include federal participation in mode! building codes, and attempts to influence local
development through conditions for obtaining grants or other sources of funding. Indirect influences fike these
sometimes make it impossible to untangle which level of government is ultimately responsible for a given dollar of
regulatory cost.

The current estimate that government regulation accounts for 32,1 percent of total development costs is almost
certainly understated to some extent, as it was not possible to account for items like the effects of tariffs on building
materials or the extent to which local jurisdictions may empower their citizens to oppose multifamily housing in their
communities. Average costs could be even higher now or in the near future due to regulations taking effect since the
multifamily projects in the survey were completed. For example, OSHA's Sitica Rule went into effect in late 2017, a
regulation that industry groups have criticized as ynreasgnably onerous and unnecessarily costly. Similarly, focal
jurisdictions are just beginning to adopt the 2018 versions of the model international building codes. Home Innovation
Research Labs has recently estimated that the difference between the 2018 and 2015 versions of the codes can add
thousands of dollars onto the cost of a multifamily building. As is typically the case, federal agencies supported several
of the cost-increasing changes to the codes.

When the cost of multifamily development rises, it unavoidably translates to higher rents and reduced affordability of
rental housing. Multifamily developers can not secure financing to build their projects unless they can demonstrate to
tenders that the rents will be sufficient to cover costs and pay off the loans.
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The purpose of this article is not to argue that all regulation is bad and shouid be eliminated, but to raise awareness ot
how much regulation currently exists, how much it costs, and to encourage governments to do a thorough job of
considering the implications for housing affordability when proposing and implementing new directives.
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Appendix 1:
Assumptions Used in the Calculations

In order to calculate a final effect on development costs, many of the NAHB-NMHC
survey responses need to be combined with additional information. Primarily these
are assumptions about the terms of development and construction loans, and how
long construction typically takes, and how to allocate costs to different stages of the
development and construction process. This appendix lists all the assumptions
used in the calculations and gives the sources for each.

Loan terms

1.0 point charged for all land acquisition, development, and construction (AD&C)
loans, based on results from a Quarterly Finance Survey (QFS) that NAHB was
conducting in the early to mid-2000s.

A 7.65 percent interest rate on ail AD&C loans. The QFS indicates that rates are
typically set one point above prime, and 6.65 percent is NAHB’s estimate of the
prime rate that would prevail in the long run under neutral Federal Reserve policy.

The estimates also assume that three-fourths of any category of costs are financed,
based on typical AD&C loan-to-value ratios in the QFS.

Construction Lags

The source for information lags not directly collected in the NAHB-NMHC
questionnaire is the Survey of Construction, conducted by the Census Bureau and
partially funded by the Department of Housing and Urban Development.
Preliminary estimates are taken from the published annual tables, averaged over
the 2001-2016 period:

If project is 2-4 units }
« Authorization to start = 1.71 months
« Start to completion = 10.87 months

If project is 5-9 units
« Authorization to start = 1.95 months
e Start to completion = 11.64 months

If project is 10+ units
+ Authorization to start = 1.94 months
e Start to completion = 13.21 months

The NAHB-NMHC survey collected data on how much time regulation adds to the
development process. To assign this to a particular phase of the development the
following assumptions are used.

The requlatory delay is split and attributed half to the lag between applying for
zoning approval and the beginning of site work, and half to the period after site
work begins. If half of the regulatory delay exceeds the lag between applying for
approval and beginning of site work, the excess is also attributed to the period after
site work begins. It is first assumed that the resulting regulatory delay is
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attributable to the period between the start of site work and the start of building
construction, minus 3 months (the assumed minimum time it would take to do site
work in the absence of regulation, based on conversations with developers). If any
regulatory delay remains after being allocated to the zoning approval and site work
periods, it is then attributed to the building construction period, and the start-to-
completion lag is adjusted upward beyond the SOC-based average, accordingly.

The analysis assumes all loans are paid off when the buildings are completed.
Cost Breakdown

To implement the process described in the paragraph above and calculate a "pure”
cost of delay (i.e., the effect regulatory delay would have even if the regulation
imposed no other cost), estimates of costs incurred during different phases of the
development process are needed.

The breakdown is based on the split between lot and construction costs in NAHB's
Construction Cost Surveys {averaged over surveys conducted since 2000) and the
Census Bureau's “noncostruction cost factor” for raw fand. The calculations also

assume three-fourths of these costs are financed, based on typical AD&C loan-to-

value rations in the QFS.
Resulting assumptions:

» Only the cost of applying for zoning occurs at the very start of the
development process. Financing costs associated with this are charged are to
the regulatory cost of the application and not counted in the pure cost of
delay.

« 10.2 percent of total development represent costs financed by a land
acquisition loan at the start of the site work phase.

« 10.8 percent of total development costs represent costs financed by a
development loan during the site work phase, assuming draws on the loan
occur on average haifway through this phase.

s 54.0 percent of total development costs represent costs incurred after
building construction has started and financed with a construction loan, again
assuming draws on the loan occur on average halfway through the site work
phase.
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Appendix I1.
NAHB-NMHC Multifamily Regulations Cost Survey Questionnaire

1. What type of mulitifamily projects do you typically build in what areas? Select all that apply

‘gg:: lg:l(;;l;;nng Suburban Exurban Rural
High-Rise [} O m] ] ]
Mid-Rise | ] jm} ] )
Garden/Low-Rise [m] [m] ] jm] ]

2. What regions do you build in? Please select all that apply.

New England (CT, ME, MA, NH, RI, VT)

Mid Atlantic (NJ, NY, PA)

South Atlantic (DE, DC, FL, GA, MD, NC, SC. VA,
wV)

East North Central (IN, IL, MI, OH, WI)

West North Central (IA, KS, MN, MO, NE, ND,
SD)

East South Central (AL, KY, MS, TN)
West South Central (AR, LA, OK, TX)
Mountain (AZ, CO, 1D, NM, MT, UT,
NV, WY)

Pacific (AK, CA, HI, OR, WA)

oo 0o
o ooo

3. Including units you may start before the end of the year, how many multifamily units will your
company start in 2017?

‘When answering this survey, please refer all your answers )
to the typical (most common) multifamily project your company builds.

Respond only for your local office/division, if you are part of a larger company.

4. How many units does your typical project have?

1 2.4 units 0 150-349

oo 59 0 350-499
031049 1 500 units or more
O 50-149

5. What is the total dollar amount spent on development costs in your typical project?
3

Land Use & Planning Regulations

6. For a typical piece of land, how much does it cost to apply for zoning approval as a % of total
development cost? (Include costs of fiscal or traffic impact or other studies, and any review or other fees that
must be paid by time of application. Please enter "0" if application costs are Zero percent).

Yo
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7. For a typical project , how many months does it take between the time you apply for zoning approval
and the time you begin site work?

_months

8a. When you begin site work, do you pay any guarantee or other fees that are refundable when the
project is completed?

0 Yes 0 No
8b. If “yes” in question 8A, how much are those refundable fees, as a % of total development costs?
23

9. Other than the refundable fees mentioned in question 8a, how much does it cost to comply with
regulations when site work begins, as a % of total development costs? (Include costs of complying with
environmental or other regulation as well as the cost of hook-up or impact or other fees.) Please enter "0 if
cost of complying with these regulations is Zero percent).

%
10. How much do development requirements that go beyond what you would otherwise do (in terms of
property layout, landscaping, materials used on building facades, etc.) add to your cost, as a % of total
development costs? (Please enfer "07 if the jurisdiction’s requirements don’t go beyond what you would
normally do).

Yo

11. In the typical case, what is the value of any land that must be dedicated to the local government or
otherwise left unbuilt (for parks, open green space, etc.), as a % of total development cost? (Please enter
"0" if dedicating land is required infrequently).

%

12. How many months docs it take between the time you begin site work and the time you obtain
authorization to begin construction of the apartment building(s)?
months

13. How much extra time (in months) overall does complying with regulations add to the development
process? (Please enter "0" if regulations typically cause no delay).
months

14, When you obtain authorization to begin construction, how much do you pay in additional fees, as a
% of total development costs? In many cases, this will be only a permit fee, bui include any additional
impact or hook-up or inspection fees if they kick in at this time. (Please enter "0" if fees paid during or after
construction are Zero percent).
Yo
15a. In the typical case, does a jurisdiction have inclusionary zoning/affordable housing requirements
that apply to your project?
Oves CNo
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15b. In the typical case, how much do these requirements (or a fee in lieu of affordable housing) cost as
a percent of total development costs? (Please enter "0" if inclusionary zoning/affordable housing
mandates/fees in lieu of affordable housing are encountered infrequently).

%

Construction/Building Regulations

16. Over the past 10 years, how much have changes in construction codes and standards added to the
cost of building a typical multifamily project, as a % of total development costs? (Please enter "0" if
code changes have had minimal impact on costs).

Yo

17. How much does complying with OSHA or other labor regulations cost, as a % of total development
cost? (Please enter "0" if labor regulations have no impact on development costs).

% 3 Don’t know/use of subs makes it impossible to estimate

18. Have you experienced added costs or delays due to neighborhood opposition to multifamily
construction?

O Yes CNo
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Statement of the National Consumer Law Center (on behalf of its low-income clients)
for
Hearing: A Review of the State of and Barriers to Minority Homeownership
before the
Subcommittee on Housing, Community Development and Insurance,
House Financial Services Committee

May §, 2019

The National Consumer Law Cénter,’ on behalf of its low-income clients, strongly suppoits
congressional efforts to regulate predatory land contracts. In the aftermath of the housing
crigis, in which communities of color were targeted by high-cost predatory lenders with
destructive loans, land installment contracts have re-emerged. Marketed as an alternative
path to homeownership in credit-starved communities, predatory land installment contracts
have further harmed comnunities and destabilized neighborhoods in need of true
investment,

In our 2016 report, Toxic Transactions: How Land usradiment Contracts Onee Aguis
Threaten Compunities of Color, we outline the racist history of land contracts and their
relationship to historical redlining and the predatory lending that caused the recent financial
crisis. The current predatory land installment contracts we see in the market are designed to
fail. They involve the sale of uninhabitable homes to purchasers who have no chance of
adequately repairing the homes, especially since the contracts often include extremely high
interest rates that impose a significant financial burden. The purchasers are often in a legal
Himbo in which they do not own the home but have all the responsibilities of
homeownership, In some states, they can be swiftly evicted, which relieves the seller ofan
obligation fo compensate the buyer for investments in the home.

Land contracts can only be a fair method of transferying ownership when the equitics
between the parties are more balanced. Congress can achieve this balance by simply
imposing three obligations on land installment contract transactions:

s Require sellers to ensure that the homes are habitable at the point of sale and
throughout the contract.

' Since 1969, the nonprofit National Consumer Law Center® (NCLC®) has used its expertise in consumer law
and energy policy to work for consumer justice and economic security for low-income and other disadvantaged
people; including older adults, in the United States. NCLC’s expertise includes policy analysis and advocacy;
consumer law and energy publications; litigation; expert witness services, and training and advice for
advocates. NCLC works with nonprofit and legal services organizations, private attorneys, policymakers, and
federal and state government and courts across the nation to stop exploitative practices, help financially

stressed families build and retain wealth, and advance economic fairness. www.neleore
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* Require sellers to record the land contract promptly after the contract is signed to
ensure that sellers do not encumber or sell the property during the term of the land
* contract without appropriate recognition of the purchaser’s rights to the property.
s Allow termination of land contracts by sellers only through a judicial process that
protects the purchaser’s investments. '

We recognize that there is a significant demand for homeownership opportunities in
communities of color and a dearth of reasonable credit options. Legitimate, honest sellers of
homes are always free to enter into seller-financed mortgages, an age-old mechanism of
financing home sales. Predatory land contracts do not achieve the goal of providing housing
opportunities because fhey drain wealth and deny true homeownership opportunities for
farnilies looking to rebuild after the foreclosure crisis, Dismantling important consumer
protections created in the aftermath of a crisis that disproportionately impacted communities
of color is also not the right avenue. Rather, federal protections are necessary to protect
homebuyers from those who use gaps in the law to deny the promise of homeownership.
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